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< CORPORATE OVERVIEW >

Global Payments Inc. (NYSE:GPN) is a leading provider of electronic transaction processing services for
consumers, merchants, Independent Sales Organizations (ISOs), financial institutions, government agencies
and multi-national corporations located throughout the United States, Canada, Latin America and Europe.
The Company offers a comprehensive line of processing solutions for credit and debit cards, business-to-
business purchasing cards, gift and loyalty programs, check guarantee, check verification and recovery,
terminal management and money transfer services. Global Payments is proud to process billions of
transactions for millions of customers annually.

$122.6

$650  $629.3 $120 $1.75

$1.80

$625 $115
$600 $110
$105
$100
$95
$90
$85

$80

2004 2003 2002 2004 2003 2002 2004 2003 2002

revenues operating income* diluted
< in millions > < in millions > earnings per
share*

*Excludes certain one-time adjustments which consist of restructuring and other net charges of $10.2 million, $1.3 million, and
$11.0 million in the fiscal years ended May 31, 2004, 2003, and 2002, respectively. Diluted earnings per share also excludes a
gain on sale of investment of $0.6 million in fiscal 2004 and the cumulative effect of a change in accounting principle of $16.0
million {net of tax} in fiscal 2002. On a GAAP basis, operating income was $112.9 million, $33.3 million and $71.4 million in
fiscal 2004, 2003 and 2002, respectively, and diluted earnings per share was $1.60, $1.41 and $0.63 in fiscal 2004, 2003
and 2002, respectively.



< SHAREHOLDERS’' LETTER >

To Our
Valued Shareholders:

Going Global... That’s our theme for this
year’s annual report and the focus of your
Company, not only in fiscal 2004, but in
2005 and beyond.

Defining Success

Your Company had a very good year from
virtually any measure. We achieved revenue
growth and normalized diluted earnings per
share growth of 22% and 22%, respectively,
while adding 120 basis points™ to our oper-
ating margin. Transactions processed and

cash-flow generated also reached record levels.

*Excludes the impact of restructuring charges of $10.2 million and

$1.3 million in fiscal years 2004 and 2003, respectively, and a gain on
sale of investrment of $0.6 miillion in fiscal 2004. On a GAAP basis, diluted
earnings per share growth was 13% and operating margin decreased 20
basis points compared to fiscal 2003.




“We are especially pleased with our entrance into the consumer money

transfer market with the acquisition of DolEx Dollar Express. DolEx offers a

customer-centric model for serving the millions of Latinos who reside in the

United States and send money home on a recurring basis.”

New Opportunities

We are especially pleased with our entrance
into the consumer money transfer market
with the acquisition of DolEx Dollar
Express. DolEx offers a customer-centric
model for serving the millions of Latinos
who reside in the United States and send

money home on a recurring basis.

Our acquisition of MUZO in fiscal 2004
gives us the Jeadership role in the Czech
market for credit and debit card processing,
as well as a state-of-the-art platform for
potentially serving the remainder of the
European Union, including the rapidly-
expanding Central and Eastern European

markets.

North American Core Business
Our domestic merchant acquiring/

Independent Sales Organization (ISO)

] processing

business also had a good year, as we added
over 100,000 new merchants for credit,
debit and check processing. We made
strides in our Canadian business by contin-
uing to expand our credit and debit card
services to small and mid-sized merchants,
in addition to our portfolio of leading

Canadian customers.

Speaking of Canada, as you may recall, in
2001, we purchased the Canadian Imperial
Bank of Commerce’s (CIBC) VISA merchant o
portfolio, as well as National Bank of
Canada’s (NBC) MasterCard merchant
portfolio. CIBC and NBC agreed to a mar-
keting alliance for an initial term of ten
years. While we paid cash for the NBC
portfolio, CIBC took Global Payments
restricted stock for what amounted to a
26.3% interest in Global Payments. CIBC

was prohibited from selling our stock for

cquisition of MUZO gives us the leadership role in the Czech market




“There is no doubt that 21st-century companies intent on success will have to

succeed in'a global economy. There is also

no doubt that we have the team,

infrastructure and ambition to take full advantage of new and challenging

growth opportunities, wherever they may b

two years and could only sell small amounts
during the third year. On March 20, 2004,
all contractual restrictions on selling were
lifted. CIBC requested, and we were pleased
to help facilitate, the sale of their remaining
shares. The process went extremely well,

as CIBC realized an excellent return, and
we significantly expanded our shareholder
base while eliminating the overhang of
CIBC’s position. CIBC remains an important
partner; and with seven years remaining on
the initial term of our marketing alliance,

our partnerships with CIBC and National

Bank of Canada continue to be very strong.

Management Strength

Fiscal 2004 also saw the further strengthen-
ing of our management team with the
addition of Carl J. Williams, President of
our newly-created worldwide payment

processing business. Carl and his family

@79

have relocated to Prague, Czech Republic,
the headquarters of MUZO. Continuing
on the subject of capable executives, Raul
Limén, the President of DolEx and Petr
Sedlééek, CEQ of MUZO, remain at the
helm of the businesses they helped mold
into the successes they are today. Barry
Lawson, Executive Vice President and CIO,
retired at the end of fiscal 2004. Barry was
a capable executive, a good friend, and he
will be missed. Jim Kelly, Executive Vice
President and CFO, has been promoted to
Senior Executive Vice President in keeping
with his additional responsibilities. Lastly,
LA. “Tony” Wright has joined us as Senior
Vice President, Human Resources. Tony is
a professional HR executive and is busy
implementing our plans for, among other
things, enhanced employee training and

development.




Going Global

Success within the context of a global
economy as dynamic as the current envi-
ronment will never be easy. New competitors,
new technologies and new markets will
undoubtedly test both our strategies and
our resolve on a daily basis. [ am confident,
however, that we are well prepared to
anticipate and meet these challenges aggres-
sively, and with the proprietary solutions

that help define Global Payments.

As exciting as our recent achievements have
been, | believe we are just beginning to
scratch the surface. Our potential for new
growth is significant. Equally exciting is the
phenomenal intellectual capital that is
available to us as a result. We can become
even stronger by further increasing the
depth and diversity of our most valuable

asset — our human resources.

There is no doubt that 21st-century compa-
nies intent on success will have to succeed
in a global economy. There is also no doubt

that we have the team, infrastructure and

ambition to take full advantage of new and
challenging growth opportunities, wherever
they may be. Looking forward to fiscal
2005, Clobal Payments must execute at
peak level and we must work harder than
ever to manage our growing resources as
efficiently as possible at home, and well

beyond our North American borders.

Thank you for your continued support.

Sincerely,

QO».Q ~\cv\u -

Paul R. Garcia
Chairman,

President and Chief Executive Officer




also in North America. To remain competitive, we
Te excellence through products and services anc t




< NORTH AMERICA >

In North America, Going Global means staying
focused on success in some of the most demand-
ing and dynamic economies in the world. Here,
the confluence of many cultures, together with
the enormous dollar volume of payment transac-
tions, augments the consequences of every
strategic decision. As a result, achieving market
leadership across a full suite of end-to-end pay-
ment solutions means that innovation and oper-
ational excellence must go hand-in-hand.

The United States

To take full advantage of the broad range of
U.S. market opportunities, our efforts in fiscal
2004 focused on supporting and strengthening
the areas where Global differentiates itself from
the competition. These areas included the

Total U.S. consumer payment dollar volume is
expected to grow from $5.6 trillion in 2002 to
$7.3 trillion in 2007, with card transactions
representing 44% of the total dollar volume in
2007, up from 34% in 2002.!

(left 1o right)

Gregory C. Cohen
President, Third Party Acquiring

Mig H. Migirdicyan

President, Canada indirect

Todd M. Garcia

Senior Vice President, Check Services

Linda T. Rossetti
President, Domestic Indirect Acquiring

Patrick J. Hughes

Senior Vice President, Regional Sales

Jordan E. Cohen

President, Canada Direct

expansion of our direct and ISO sales channels,
strengthening our product offering, enhancing
customer service and merchant advocacy pro-
grams, and focusing even more intently on the
mid-market customer segment. The Company
also recognized cost-savings and improved
efficiencies by consolidating our data centers,
enhancing and upgrading our operating systems,
and closing our Cleveland and Winston-Salem
locations. These actions have helped streamline
our back-office into a stronger and more effi-

clent operation for our customers.

New Products, New Technology
Throughout fiscal 2004, Clobal introduced a medley
of exciting new product applications, showcasing
our depth and breadth of technological expertise.
Among others, these product releases included:

* Globalink @dvantage®: an information
and account access Web portal developed and

customized exclusively for our growing base
of ISOs

* Retail/Restaurant @dvantage® NURIT®
Wireless: a feature-rich retail and restaurant
application providing credit, debit and check
transaction processing capabilities in a wire-
less environment for maobile or temporary
locations such as outdoor concessions,

stadiums and delivery services

GlobalNet @dvantage®: a suite of Internet
connectivity solutions designed specifically to
support the secure delivery of transactions
with minimal operational costs. This suite
includes Global Payments’ own highly reliable,
available and secure [P VPN options, as well
as the soon-to-be released SSL Internet

Gateway solution.

1. The Nifson Report -~ November 2003
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< NORTH AMERICA >

Thus far, these products have been well received
in U.S. markets and are expected to be generators
of additional revenue growth.

Operation Relocation

In March 2004, Global Payments fulfilled a
condition of the spin-off from National Data
Corporation by relocating its corporate offices.
The timing worked to our advantage, as we
were able to leverage Atlanta’s favorable com-
mercial real estate market for lessees. The slogan
we adopted for the move was “Minutes Away,
Light Years Ahead,” reflecting the new building’s
close proximity to our previous location and,
more importantly, the tremendous amenities our
new headquarters had to offer to our Company

Among Canadian Automated Banking Machine
(ABM) cardholders, credit and debit cards
(«:@mbﬁmd])) are preferred over cash payments

by a factor of over two to one.?

and our employees. From state-of-the-art securi-
ty to improved hosting facilities for our data
centey, this location provides a work environ-
ment for our team that will support our growth
for decades to come.

Canada

Although Canada shares a common border with
the U.S., the processing market has several
important differences. For example, in large part
due to the establishment in the early 1990’s of

a single, nationwide PIN-based network, debit
card transactions exceed those of credit cards.

In addition, everything from customer service to
terminal applications must be available in both
French and English. Leveraging the similarities of
both markets, while understanding the nuances,
helps make Global Payments successful in one
of North America’s most unique marketplaces.

2. Interac® Web site




in North America, the confluence cf many cultures, together with

the enormous dollar volume of payment transactions, augments the

consequences of every strategic decision.

Fiscal 2004 was very much a year of improving
the quality of our merchant portfolio while
minimizing risk. Emphasis was also placed on
growth via the continued targeting of tradition-
al, “tier 2” financial institutions and credit
unions, improving Point-of-Sale (POS) solutions,

and expanding and realigning our sales channels.

Realigning Our Sales Force

In order to better serve our customers and maxi-
mize our bank referral channels, we enhanced
our sales structure, including augmenting our
small to mid-sized merchant focus. With this
change, we are better positioned to continue
expanding our market share through existing
channels, as well as developing new ones. Thus
far, the results have been impressive, as this
operational change has brought accolades

from customers for improved communication,
service and accountability. The change also

brings with it the opportunity to better leverage
our sales channels for cross-selling our broad
preduct line, and developing new partnerships,
promotions and other incentive-driven programs

proven to generate qualified leads.

Moving Forward in North America

In the years to come, staying ahead in North
American markets will require us to aggressively
expand existing channels, as well as create new
ones and leverage even more advanced products
and services through continued investment in

our technology and our people.




ht time and, most importantly, with the

ht people. Now, our partnership




<

In November 2003, Global Payments acquired
100% of the outstanding equity interests of
Latin America Money Services, LLC (LAMS)
and an operating subsidiary, DolEx Dollar
Express, Inc. (“DolEx”), Under the terms of the
agreement, Global paid approximately
$190 million for LAMS and DolEx. The
acquisition was an important strategic
milestone for Global, as it marked the
Company'’s entrance into the Latino :

money transfer market.

DolEx is a leading provider of con-
sumer-to-consumer electronic money
transfer services to the large and rapidly
growing Latino community in the U.S.
and their Latin American families living abroad.
The Company operates over 620 branches across
the U.S. in areas with large Latino populations
and has settlement arrangements with thou-
sands of bank, exchange house, and retail loca-
tions throughout Latin America. DolEx is head-
quartered in Arlington, Texas and currently has
approximately 1,500 employees located through-
out the United States and Mexico.

LATIN AMERICA

PonoV
S5,

DolEx

A GLOBAL PAYMENTS COMPANY

>

Competitive Advantages

DolEx’s proprietary, leading-edge technology

allows for real-time control over critical opera-

tions, including pricing, cash management,

customer service, compliance, and settlement.
This technology consistently meets or

exceeds regulatory requirements.

Logistically, DolEx’s “owned and oper-
ated” branch model provides enhanced
control over the customer experience
and optimizes financial leverage, partic-
ularly when compared to the industry
standard agent model. DolEx’s manage-
ment believes it has the largest Latin
American settlement reach in the
industry, with approximately 10,000 locations.

The Amigo Latino™ Card

One cannot discuss DolEx without highlighting
the importance of the “Amigo Latino” card. The
Amigo Latino card encourages brand loyalty
among DolEx’s rapidly growing customer base
by facilitating faster and more convenient trans-
actions. One simple card swipe instantly accesses
all of the customer’s historical data - and all of

Based on published reports from the U.S. Census Bureau, there are

approximately 37 million Latinos in the United States = 2 population

greater than that of many developed nations.



< LATIN AMERICA >

the information necessary to initiate an efficient the customer’s first transaction. On the next
and reliable customer experience. In fact, the visit, the customer is asked whether or not he or
card is so popular that it is often regarded as she wants to transfer funds to the same recipient
one of the most important items carried in the at the same location. Over time, the historical
customer’s wallet, thus offer- ’ information is maintained on

ing enormous potential for all transactions for future refer-

future card-based services. ence and/or to expedite future
transfers.
Currently, more than 80% of

DolEx’s transactions are made The actual money transfer trans-

using over 850,000 active cards. action takes only seconds and

‘ MIEUERO U S0R ¢ the recipients have access to the
The Customer TR

. funds in minutes, all for a fee
Experience

that is very competitive. As a finishing touch, a

Arguably, one of the key reasons for the success A .
guany, Y DolEx customer service representative calls the

of DolEx is the efficiency and richness of the . ) .
recipient with notification that the funds are

customer experience. All branch locations are o .
P walting to be retrieved. In fact, the DolEx

staffed with Spanish-speaking customer service ‘ . , . -
representative will continue calling periodically,

tati h 1 f DolEx.
representatives WA afe employees of Lomx until the money transfer has been accepted by

On the customer’s first visit, application infor- .
e the recipient.
mation is collected and then stored on the

Amigo Latinocard, along with information on

More than 80% of DolEx transactions are made using over
850,000 proprietary “Amigo Latino” cards.




According to the 2000 U.S. Census, the U.S. Latino population grew 58%
during the 1990s, while the general population grew by only 9%.

The Latino Market Segment

For any company with global aspirations, there
can be no underestimating the importance of the
Latino market segment. Not only does this group
represent a significant revenue opportunity, but
equally important, Latino customers are among
the most brand-loyal customers in the world.
Even more impressive, the group’s demaographics
are ideally suited to Global’s growth objectives:

* With a U.S. population of over 37 million,
Latinos represent a substantial target
market — larger in population than many
developed nations.

* According to Standard & Poor’s DRI (October
2000), the U.S. Latino growth rate is projected
to be significantly higher than that of the
non-Latino population.

» Ascited in Nielson’s 2002 Universe Estimates,
Latinos tend to live in larger, younger house-
holds that are in the prime “acquisition”

phases of life.

A Partnership Dedicated to Success
The DolEx transaction has united the expertise
and strengths of two great organizations.
Strategically, the acquisition is consistent with
Global Payments’ commitment to acquire com-
panies in profitable, high growth sectors of the
payments industry that have strong competitive
advantages, revenue growth and earnings accre-
tion. Operationally, it represents a tremendous
opportunity to enter both the consumer and
Latino market segments in partnership with a
talented management team that is sincerely
dedicated to the long-term success of the
Company. DolEx is certain to play a key role in
the global expansion of our business for many
years to come.

DolEx currently has over 82€ branch
locations, with plans to add 15-20
branches per quarter.




MUZ@ is the largest indirect payment processor

< EURDO

In February 2004, an affiliate of Global Payments
obtained ownership of 52.6% of the outstanding
shares of MUZQ, a.s. from Komercni banka, a.s.
(KB). KB is one of the largest banks operating in
the Czech Republic and will remain a key cus-
tomer of MUZO, as it recently extended its
processing agreements with

MUZO for a period of three

PE >

Proprietary Technology

One of the most exciting aspects of MUZO is

the Company’s Europay™, MasterCard®, Visa®

(EMV), chip card compliant technology. It may

surprise some in North America to learn that

standard plastic cards with a magnetic strip used
to store data have quietly become

1 outdated. Decades of building a
years. Following this transaction, global infrastructure and issuing

Global initiated a public tender

offer to acquire the remaining outstanding
shares of MUZQO. This offer concluded on
May 14, 2004 and resulted in Global obtaining
more than 98% ownership of MUZQO.

MUZO Up (Close

MUZO is the ‘largest indirect payment processor
in the Czech Republic and has a well-established
reputation for outstanding customer service and
superior technology. From its strategic locaticn in
Prague, MUZO has served financial institutions
since 1992 with a comprehensive package of
payment services, including credit and debit card
transaction processing services, sales, installation
and servicing of ATM and POS terminals, as well
as card issuing services, such as card database
management and card personalization. The
Company has approximately 250 employees.

in the Czech Republic, holding an approximate

5(0)%] market share.

hundreds of millions of payment
cards with magnetic strips will come to an end,
as these cards are replaced with new ones,
housing much more functional and secure chip
technology. Importantly, the EMV standard
has been adopted by VISA and MasterCard,
which has made it possible to implement the
technology globally. Obviously, this is a signifi-
cant development that will impact Global's
business far beyond the Czech borders.

Of course, there is far more to MUZOQO than its
EMV technology. From electronic commerce
applications to mobile commerce services and
ATMs to merchant POS terminals, MUZO has
developed an increasingly sophisticated product
suite that leverages a broad spectrum of elec-
tronic commerce revenue opportunities.

European Expansion

Through the acquisition of MUZO, Global
Payments is aggressively expanding its presence
in the European payments market. Specifically,
the Company will target new customers and
new regions throughout Europe and Russia,
leveraging MUZO’s leading-edge technology
platforms, excellent management team and
well-developed infrastructure. As a footnote,
in 2004, the Czech Republic entered into the
European Union, which has the potential to
facilitate the rapid expansion of MUZO’s

market base.
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< TECHNOLOGY

In fiscal 2004, we launched a multi-year
program to make significant enhancements to
our information technology (IT) systems, data
center capabilities and many of our core product
offerings. Following are a few highlights of

our recent efforts.

A Platform for Growth

Global expansion, and the merger and acquisi-
tion activity that comes with it, brings new
challenges of integrating and managing djssimilar
platforms. The fiscal 2004 re-architecting of our
IT platform resulted in the initiation of a solu-
tion that will:soon allow us to reliably and
securely process online transactions at all
customer touch points, wherever they may be.
This new architecture replaces our legacy sys-
tems and provides easy access to the industry’s
latest open business applications and databases,
enabling all of our systems to communicate

more efficiently, throughout all of our markets.

The additional benefits of these technology
investments will include: lower operating and
transaction costs, a simplified operating environ-
ment, faster time-to-market with new product
and service offerings, better security and the
ability to rapidly scale to higher transaction
volumes. All'totaled, our new platform is a

key ingredient for continued global success.

I fiscal 2004, we launched a multi-year program to make significant enhancements to
our information technology (IT) systems, data cemter capabilities and many of our core

product offerings.

and GROWTH >

The Global Data Center

With the 2004 relocation of our corporate
offices, came the opportunity to relocate and
re-build the heart of our technology, the Global
Payments’ data center. The new center, located
within our worldwide headquarters building,
features a state-of-the-art facility, second to

none in our industry.

Highlights of our new data center include the
following:

* Enhanced security
Our new facility is exclusively operated by
Global Payments, affording us unlimited
physical access and control over the systems.

* Enhanced performance and reduced risk
The new center includes a dedicated generator
system, capable of supplying power for up to
72 hours in the event of a power outage.

* Access to high-performance networks
Our risk of infrastructure-related downtime
has been significantly reduced via access to
reliable, high-speed fiber networks that were

unavailable in our old facility.

The data center was operational as of July 2004;
our communication and processing systems will
be operating on the new platform by the end of
calendar year 2005. Additional enhancements
will occur on an ad hoc basis throughout fiscal
2005 and beyond.
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Sentor Vice President
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James G. Kelly
Senior Executive Vice President
and Chief Financial Officer

Suellyn P. Tornay
Executive Vice President
and General Counsel

Jeffery C. McWey
Executive Vice President
and Chief Marketing Officer

Joseph C. Hyde
Senior Vice President
Finance

Carl J. Williams

President
Worldwide Payment Processing







HOLAS SAMURKAS JENNIFER C. JOHNSON

One of the truly remarkable }hings about “Going Global” is that, in many ways,
we already are. For this year’s report, we thought it particularly timely to
highlight a few of the amazing employee resources that make us so unique. It is
the strength of their diversity of thinking, together with their relentless focus on
our vision of “becoming the undisputed leader in the delivery of payments and

associated information” that best represents our unique formula for success.

MARYANN P. GUION
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Front (left to right) Back (left 1o right)

General Edwin H. Burba, Jr. C. Garry Betty

Director, GlobaliPayments Inc. Director, Global Payments Inc.

Gerald J. Wilkins Raymond L. Killian

Director, Global: Payments Inc. Director, Global Payments Inc.

Alan M. Silberstein Paul R. Garcia

Director, Global' Payments Inc. Chairman, President and Chief Executive Officer
Michael W. Trapp Alex W. “Pete” Hart

Director, Giobal Payments Inc. Director, Global Payments Inc.

William I Jacobs

Lead Director, Global Payments Inc.
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CAUTIONARY NOTICE REGARDING
FORWARD-LOOKING STATEMENTS

We believe that it is important to communicate our plans and expectations about the future to our
shareholders and to the public. Some of the statements we use in this report, and in some of the documents we
incorporate by reference in this report, contain forward-looking statements concerning our business operations,
economic performance and financial condition, including in particular, our business strategy and means to
implement the strategy, the amount of future capital expenditures, our success in developing and introducing new
products and expanding our business, the successful integration of future acquisitions and the timing of the
introduction of new and modified products or services. You can sometimes identify forward looking-statements
by our use of the words “believes,” “anticipates,” “expects,” “intends” and similar expressions. For these
statements, we claim the protection of the safe harbor for forward-looking statements contained in the Private
Securities Litigation Reform Act of 1995.

EEIT3

Although we believe that the plans and expectations reflected in or suggested by our forward-looking
statements are reasonable, those statements are based on a number of assumptions and estimates that are
inherently subject to significant risks and uncertainties, many of which are beyond our control, cannot be
foreseen and reflect future business decisions that are subject to change. Accordingly, we cannot guarantee you
that our plans and expectations will be achieved. Our actual revenues, revenue growth rates and margins, other
results of operation and shareholder values could differ materially from those anticipated in our forward-looking
statements as a result of many known and unknown factors, many of which are beyond our ability to predict or
control. These factors include, but are not limited to, those set forth in Exhibit 99.1 to this report, those set forth
elsewhere in this report and those set forth in our press releases, reports and other filings made with the Securities
and Exchange Commission. These cautionary statements qualify all of our forward-looking statements, and you
are cautioned not to place undue reliance on these forward-looking statements.

Our forward-looking statements speak only as of the date they are made and should not be relied upon as
representing our plans and expectations as of any subsequent date. While we may elect to update or revise
forward-looking statements at some time in the future, we specifically disclaim any obligation to publicly release
the results of any revisions to our forward-looking statements.

Where to Find More Information

We file annual and quarterly reports, proxy statements and other information with the Securities and
Exchange Commission or SEC. You may read and print materials that we have filed with the SEC from their
website at www.sec.gov. In addition, certain of our SEC filings, including our annual report on Form 10-K, our
quarterly reports on Form 10-Q and current reports on Form 8-K can be viewed and printed from the investor
information section of our website at www.globalpaymentsinc.com free of charge. Certain materials relating to
our corporate governance, including our senior financial officers’ code of ethics, are also available in the investor
information section of our website. Copies of our filings, specified exhibits and corporate governance materials
are also available, free of charge, by writing or calling us using the address or phone number on the cover of this
Form 10-K.

Our SEC filings may also be viewed and copied at the following SEC public reference room, and at the
offices of the New York Stock Exchange, where our common stock is quoted under the symbol “GPN”.

SEC Public Reference Room

450 Fifth Street, N.-W., Room 1200

Washington, DC 20549

(You may call the SEC at 1-800-SEC-0330 for further information on the public reference room.)

New York Stock Exchange, Inc.
20 Broad Street
New York, NY 10005



PARTI

ITEM 1—BUSINESS
General Developments
Financial Highlights

In fiscal 2004, revenue increased $113.2 million or 22% to $629.3 million from $516.1 million in fiscal
2003. Revenue growth was primarily driven by the growth in our direct merchant service offering in the United
States and acquisitions closed in fiscal 2004. Excluding the impact of our acquisitions in fiscal 2004, our revenue
grew 12% compared to fiscal 2003. Operating income was $112.9 million for fiscal 2004, compared to $93.3
million for fiscal 2003, which resulted in a decrease in operating margin from 18.1% for fiscal 2003 to 17.9% for
fiscal 2004. Net income increased $9.1 million or 17% to $62.4 million in fiscal 2004 from $53.3 million in the
prior year’s comparable period, resulting in a $0.19 increase in diluted earnings per share from $1.41 in fiscal
2003 to $1.60 in fiscal 2004,

The operating income amounts reflect restructuring charges of $9.6 million and $1.3 million in fiscal 2004
and fiscal 2003, respectively. Operating income, excluding the effect of restructuring charges, increased $28.0
million or 30% to $122.5 million in fiscal 2004 from $94.5 million in fiscal 2003. Operating margins excluding
the effect of restructuring charges from both periods increased from 18.3% in fiscal 2003 to 19.5% in fiscal 2004.
Net income, excluding the impact of the restructuring and other charges from fiscal 2004 and 2003, increased by
$14.4 million or 27% to $68.5 million in fiscal 2004 from $54.1 million in fiscal 2003 and diluted earnings per
share on the same basis increased $0.33 or 23% to $1.76 in fiscal 2004 from $1.43 in fiscal 2003. Management
believes that reporting such results without inclusion of the restructuring charges is useful to investors comparing
the Company’s annual and quarterly performance to prior periods, and management uses such non-GAAP
measures when internally evaluating the Company’s performance.

Refer to “Item 7—Management’s Discussion and Analysis of Financial Condition and Results of
Operations” for a detailed explanation of these results.

Acquisitions

On November 12, 2003, we completed the acquisition of Latin America Money Services, LLC (“"LAMS”), a
Delaware limited liability company which owned a majority of the outstanding equity interests in DolEx Dollar
Express, Inc. (“DolEx™), a Texas corporation, and all but one share of the outstanding equity interests in DolEx
Envios, S.A. de C.V. (“DolEx Envios”), a Mexican subsidiary of DolEx. The transaction was structured as a
merger of GP Ventures (Texas), Inc., a Delaware corporation and wholly-owned subsidiary of Global Payments,
into LAMS, with LAMS remaining as the surviving entity in the merger. We also acquired the remaining equity
interests in DolEx that were not already owned by LAMS. We gave consideration of approximately $190.4
million for LAMS, DolEx and DolEx Envios through a combination of $59.7 million in cash, net of cash
acquired of $8.7 million, the issuance of $114.2 million in promissory notes payable to the order of the sellers,
and the issuance of common stock with an approximate fair value of $7.8 million based on the closing price of
Global Payments Inc. common stock on the date the acquisition closed. On December 1, 2003, the Company
repaid the promissory notes in full using its U.S. credit facility.

As a result of the transaction, LAMS, a holding company, is now a wholly-owned subsidiary of Global
Payments. DolEx, the U.S. operating company, is a wholly-owned subsidiary of LAMS and DolEx Envios, the
Mexican operating company, is a majority-owned subsidiary of DolEx because one share of DolEx Envios is
owned by GP Finance, Inc., a wholly-owned subsidiary of Global Payments. We frequently refer to this
transaction as the DolEx acquisition, since DolEx and DolEx Envios are the operating companies within the
LAMS group. Concurrent with this acquisition, we changed the name of our “funds transfer” service offering to
“money transfer”. The acquisition expanded our money transfer service product offerings to include electronic
consumer-to-consumer money transfer, primarily in the United States to the Latin American corridor. DolEx
operates hundreds of originating retail branches located in the United States, and has settlement arrangements in
Latin America with thousands of banks, exchange houses, and retail locations.
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On February 18, 2004, we acquired 52.6% of the outstanding voting shares of MUZO, a.s. from Komer&ni
banka, a.s., or KB, for $34.7 million in cash. Pursuant to Czech law, we completed a public tender offer on May
14, 2004 for the remaining shares of MUZO. The public tender offer resulted in Global Payments obtaining
46,576 additional shares of MUZO for the equivalent of approximately $28.8 million in cash, bringing our
ownership to 98.3% of the outstanding voting shares of MUZO. We have begun the process of acquiring the
remaining shares of MUZO in accordance with Czech law.

We believe that MUZO is the largest indirect payment processor in the Czech Republic. Based in Prague,
MUZO employs approximately 250 employees and has served as an indirect processor for financial institutions
since 1992. MUZO offers a comprehensive package of payment services including credit and debit card
transaction processing services; sales, installation and management of ATMs and POS devices; and card
personalization.

Headquarters Relocation

In March 2004, we substantially completed the relocation of our corporate functions in Atlanta, except for
our data center, which we expect to relocate by March 2006. The primary purpose of the relocation was to
comply with an IRS requirement regarding our facility lease with NDCHealth, formerly known as National Data
Corporation, which was our landlord and former parent company. We believe this relocation is consistent with
the tax-free nature of the spin-off from NDCHealth which occurred on January 31, 2001.

Public Equity Offering

On May 17, 2004, CIBC Investments Limited, a wholly-owned subsidiary of Canadian Imperial Bank of
Commerce, or CIBC, completed the sale of a total of 2.3 million shares of our common stock through an
underwritten offering at a public offering price of $44.25 per share. CIBC also entered into a derivative
transaction with an affiliate of Citigroup Global Markets Inc. consisting of five equal-sized collars of 1.2 million
shares each maturing between March 2006 and April 2007. The effect of this derivative transaction will be to
permit CIBC to recognize some gains on increases in our stock price, while limiting CIBC’s downside risk and
defer certain tax liabilities. As a result of this derivative transaction, the 6.0 million shares reflect a “short”
position in our stock, a portion of which will remain through 2007. After delivery of all the shares of our stock
under the derivative transaction, CIBC will no longer own any shares of our stock, unless it otherwise purchases
our shares on the open market.

CIBC acquired its shares in Global Payments in 2001 as consideration for the sale of CIBC’s merchant
acquiring and terminal businesses. Global Payments did not receive any proceeds from the sale of the shares by
CIBC, nor did we issue any new shares of our common stock in connection with the offering.

Business Description

Global Payments Inc., or Global Payments, is a leading payments company. As a high volume payments
processor of electronic transactions, we enable consumers, corporations, government agencies and other profit
and non-profit business enterprises to facilitate payments to purchase goods and services or further other
economic goals. Our role is to serve as an intermediary in the exchange of information and funds that must occur
between the necessary parties so that a transaction can be completed. Including our time as part of National Data
Corporation, now known as NDCHealth, or NDC, we have provided transaction processing services since 1967.
We were incorporated in Georgia as Global Payments Inc. in September 2000 and we spun off from NDCHealth
on January 31, 2001.

We market our products and services throughout the United States, Canada and Europe, and we also
conduct business in the Latin America through our money transfer product offering. We operate in one business
segment; electronic transaction payment processing and we provide products and services through our merchant
services and money transfer offerings. Our products and services primarily target customers in many vertical
industries including government, professional services, restaurants, universities, utilities, gaming, retail and
health care.



Total revenues from our merchant services and money transfer customers are as follows:

2004 2003 2002
(in thousands)
Merchant SEervices . ... .ot v o e $574,152  $503,827  $449.,144
Moneyitransfer ......... ... .. i 55,168 12,257 13,682

$629,320  $516,084  $462,826

For a discussion of revenues in the United States, Canada and Europe for the fiscal years ended May 31,
2004, 2003 and 2002, see Note 1 in the Notes to Consolidated Financial Statements.

Merchant Services

Our merchant services offerings provide merchants and financial institutions with credit and debit card
transaction processing, check services and terminal management. We have two basic business models that we use
to market our merchant services offerings. In one model, which we refer to as “direct” merchant services, we
have a salaried and commissioned sales force, independent sales organizations, or ISOs, and independent sales
representatives, all of whom sell our end-to-end services directly to merchants. In the other model, which we
refer to as “indirect” merchant services, we provide the same basic products and services as direct merchant
services, primarily to financial institutions on an unbundled basis, that in turn resell our products and their
services to their merchants. Our direct merchant service offering is marketed in the United States and Canada and
our indirect merchant service offering is marketed in the United States, Canada and Central and Eastern Europe.

For the fiscal year ended May 31, 2004, approximately 79% of our total revenue arose from direct merchant
services and approximately 12% arose from indirect merchant services. Direct merchant services revenue is
generated on services primarily priced as a percentage of transaction value, whereas indirect merchant services
revenue is generated on services primarily priced on a specified amount per transaction. In both merchant
services models, we also charge for other processing fees unrelated to the number of transactions or the
transaction value.

Direct Merchant Services

We market our services through a variety of sales channels that includes a dedicated sales force, ISOs, an
internal telesales group, trade associations, alliance and agent bank relationships, retail outlets and financial
institutions. In addition to receiving referrals from approximately 1,600 bank branch locations in Canada, we
have affiliations -with more than 300 organizations, including financial institutions and trade associations, and
approximately 300 Certified Application Providers, or CAPs, in the United States that provide sales leads.
Additionally, we market directly to customers through print advertising and direct mail efforts. We also
participate in major industry tradeshow and publicity events and actively employ various public relations
campaigns. We pursue this strategy because we believe that it utilizes one of the lowest delivery cost systems
available to successfully acquire target customers.

Credit and Debit Card Transaction Processing

Credit and debit card transaction processing includes consumer credit card, on-line and off-line debit card,
private label, gift and loyalty card and electronic benefits transfer program processing. Credit and debit card
processing describes a consumer acquiring goods or services from a merchant, and using a card as the form of
payment. The term merchant generally refers to any organization that accepts credit or debit cards for the
payment of goods and services, such as retail stores, both physical locations and internet sites, restaurants,
universities, and government agencies. We are primarily the intermediary between the merchant and the card
associations and debit networks or individual financial institutions. Our value-added services allow us to leverage
our scale to concentrate high-volume transactions for many merchant customers to access the card associations
and debit networks at a significantly lower cost.

Although card transactions may appear to be simple, a transaction requires a complex process involving
various participants in a series of electronic connections. Aside from electronic transaction payment processors,
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also known as merchant acquirers, such as Global Payments, participants in this process include card issuers,
merchants, cardholders, and card associations. Card issuers are financial institutions that issue credit and debit
cards to approved applicants and are identifiable by their trade name typically imprinted on the issued cards.

An approved applicant for a credit or debit card from a card issuer is referred to as a cardholder, and may be
any entity for which an issuer wishes to extend a line of credit, such as a consumer, corporation, or government
agency. The cardholder may use the card at any merchant location that meets the qualification standards of the
card associations, known as MasterCard and VISA, or other cards such as American Express, Discover, Diners
Club, etc. and debit networks such as STAR, NYCE, and PULSE in the United States and Interac in Canada.

The card associations and debit networks consist of members, generally financial institutions, who establish
uniform regulations that govern much of the industry. During a typical card transaction, the merchant and the
card issuer do not interface directly with each other, but instead rely on merchant acquirers, such as Global
Payments, and card associations to exchange the required information and funds. We perform a series of services
including authorization, electronic draft capture, funds settlement and certain exception-based, back office
support services such as chargeback and retrieval resolution. The following is a more detailed description of
credit and debit card transactions:

A card transaction begins when a cardholder presents a card for payment at a merchant location and the
merchant swipes the card’s magnetic strip through a point of sale, or POS, terminal card reader, which may be
provided by Global Payments through our terminal management offering. Alternatively, card and transaction
information may be captured and transmitted to our network through a POS device by one of a number of
products that we offer directly or through a CAP. For a credit card transaction, authorization services generally
refer to the process in which the card issuer indicates whether a particular credit card is authentic and whether the
impending transaction value will cause the cardholder to exceed defined limits. The terminal electronically
records sales draft information, such as the credit card identification number, transaction date, and dollar value of
the goods or services purchased. Debit card payments differ slightly from traditional credit card transactions in
that the cardholder is required to have sufficient funds available in a deposit account at the time of the
transaction, or the debit card transaction will not be authorized. PIN-based or on-line debit transactions are sent
through a debit network, while signature-based, off-line debit, or check card transactions are sent through card
associations and require a signature at the time of purchase. Also, PIN-based or on-line debit transactions
typically deduct the purchase amount from the cardholder’s deposit account within a day of the purchase,
depending on the time of the purchase. Signature-based, off-line debit, or check card transactions typically debit
the cardholder’s deposit account two to three days after the purchase, although the funds are “held” with a memo
posted to the cardholder’s bank account. A credit card posts to a cardholder’s account, reducing the available
credit limit in a similar manner.

After the card and transaction information is captured by the POS device, the terminal automatically either
dials a pre-programmed phone number or otherwise connects to our network, such as through the internet or a
leased line, in order to receive authorization of the transaction. We route the request to the applicable card
association or debit network. The card association or debit network forwards the authorization request to the card
issuer, who determines a response based on the status of the cardholder’s account. The response is returned to the
merchant’s terminal via the same communication network. This entire authorization and response process occurs
within seconds from the time the merchant swipes the cardholder’s card through the point of sale terminal card
reader.

Electronic draft capture is the process of transferring sales draft data into electronic format so that it may be
sent through networks for clearing and settlement. The card associations use a system known as interchange, in
the case of credit and check cards, and financial institutions use the debit networks, in the case of debit cards, to
transfer the information and funds between the card issuers and us to complete the link between merchants and
card issuers.

In order to perform funds settlement, merchant acquirers that are not financial institations and members of
the card associations require sponsorship from a financial institution which is also a member of the card
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associations. As an independent merchant acquirer, we have financial institution sponsors in the United States
and Canada with whom we have sponsorship or depository and processing agreements. These agreements allow
us to use the banks’ identification numbers, or BIN and ICA, to clear credit card transactions through VISA and
MasterCard, respectively.

Funds settlement refers to the process of transferring funds for sales and credits between cardholders and
merchants, including the final debiting of a cardholder’s account and crediting of a merchant’s account for a sales
transaction. Depending on the type of transaction, either the interchange system or the debit networks are used to
transfer the information and funds between electronic transaction payment processors and card issuers, to
complete the link between merchants and card issuers. We use our network telecommunication infrastructure and
the Federal Reserve’s Automated Clearing House system, or ACH, in the United States and the Automated
Clearing Settlement System, and the Large Value Transfer System, both in Canada, to ensure that our merchants
receive the proper funds due to them for the value of the goods or services that the cardholder purchased. In the
United States, merchant funding primarily occurs after we receive the funds from the card issuer. This business
model differs from the business model followed in Canada, where for most merchants we advance payment for
credit and debit card transactions before receiving the interchange or debit transaction reimbursement from the
card issuers. Each participant in the transaction process receives compensation for their services.

As an illustration, on a $100.00 credit card transaction, the card issuer may fund us $98.50 after retaining
approximately $1.50 referred to as an interchange fee. The card issuer seeks reimbursement of $100.00 from the
cardholder in the cardholder’s monthly credit card bill. We would, in turn, pay the merchant $100.00 and pay
assessment fees to the card association of approximately $0.10. After the end of the month, we would bill the
merchant a percentage of the transaction, or discount, to cover the full amount of the interchange fee, assessment
fee and our net revenue from the transaction. If our net revenue from the merchant in the above example was 40
basis points, we would bill the merchant $2.00 at the end of the month for the transaction, reimburse ourselves
for approximately $1.50 in interchange fees and retain $0.50 as our net revenue for the transaction, while the
assessment fee is charged to our cost of services operating expense. Our gross profit on the transaction reflects
the net revenue less operating expenses, including the network and systems cost to process the transaction and
commissions paid to our sales force or [SO. '

In addition to the card processing services described above, we also process retrieval requests on behalf of
merchants for issuing banks and provide chargeback resolution services, both of which relate to cardholders
disputing an amount that has been charged to their credit card. We review the dispute and handle the related
exchange of information and funds between the merchant and the card issuer if a charge is to be reversed. As a
result of our financial institution sponsorship and the terms of our standard merchants’ agreement, our direct
merchant services customers have the liability for any charges properly reversed by the cardholder. In the event,
however, that we are not able to collect such amount from the merchants, due to merchant fraud, insolvency,
bankruptcy or any other reason, we may be liable for any such reversed charges. We utilize a number of systems
and procedures to manage merchant risk. Our risk management services include credit underwriting, credit
scoring, fraud control, account processing, and collections. In addition, we may require cash deposits, guarantees,
letters of credit and other types of collateral by certain merchants to minimize any such contingent liability;
however, we historically have experienced some losses due to merchant defaults.

Check Services

Our check products offer merchant customers risk management alternatives, in the case of verification and
recovery, or risk elimination, in the case of guarantee, by leveraging our internal and external databases of
checkwriters to help decide whether the merchant should accept a check as the form of payment from a particular
checkwriter.

Check guarantee services include comprehensive check verification and guarantee services designed for a
merchant’s specific needs and risk adversity. This service offering guarantees payment of all checks that are
electronically verified (primarily using point-of-sale check readers) through our extensive databases, which
allows merchants to expand their revenue base by applying less stringent requirements when accepting checks
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from consumers. If a verified check is dishonored, our check guarantee service generally provides the merchant
with reimbursement of the check’s face value, and then we pursue collection of the check through our internal
collection services. While we have the right to collect the full amount of the check from the checkwriter, we have
not historically recovered 100% of the guaranteed checks. To protect against this risk, we use verification
databases that contain information on historical delinquent check writing activity and up-to-date consumer bank
account status. We derive revenue for these services primarily by charging the merchant a percentage of the face
value of each guaranteed check.

Check verification and recovery services are similar to those provided in the check guarantee service, except
that this service does not guarantee payment of the verified checks. This service provides a low-cost, loss-
reduction solution for merchants wishing to quickly measure a customer’s check worthiness at the point of sale,
while not having to incur the additional expense of check guarantee services. We derive revenue for these
services primarily from the service fees collected from delinquent check writers, fees charged to merchants based
on a transaction rate per verified check, and fees charged to merchants for specialized services, such as electronic
re-deposits of dishonored checks.

In the specialized vertical market of gaming, our VIP Preferred proprietary software product provides the
gaming industry with the tools necessary to establish revolving check cashing limits for the casinos’ customers.
VIP Preferred also offers an electronic check option, VIP Preferred e-Check, which eliminates the need for paper
checks as part of the VIP Preferred suite of products. OQur gaming products allow fast access to cash with high
limits so that gaming establishments can increase money to the gaming floors and eliminate risk. We derive
revenue from our gaming products primarily based on a percentage of the transaction value.

Indirect Merchant Services

In our indirect merchant services business model, we market unbundled products and services primarily to
financial institutions that in turn resell our products and their services to their merchants. The primary service
offering in this business model is credit and debit card transaction processing. These products and services are
identical with those offered under our direct merchant services business model. We primarily perform
authorization, electronic draft capture and file transfer services for our indirect merchant services customers. In
addition, we may perform merchant accounting and other back office services. The primary differences between
indirect merchant services credit and debit card transaction processing and direct merchant services are those
relating to funds settlement and financial institution sponsorship. Our indirect merchant services customers
perform their own funds settlement and either have their own BIN/ICA or financial institution sponsorship. Since
we are not party to the financial institution sponsorship, we do not have a potential liability for any charges
properly reversed by the cardholder.

Our merchant accounting services provide information primarily for our indirect merchant services
customers to monitor portfolio performance, control expenses, disseminate information, and track profitability
through the production and distribution of detailed statements summarizing electronic transaction payment
processing activity. Our risk management services allow financial institutions to monitor credit and transaction
risk, thereby enhancing the profitability of their merchant portfolios. Our risk management services include credit
underwriting, credit scoring, fraud control, account processing, and collections.

In Europe, we provide these indirect merchant services through our MUZO subsidiary. In addition MUZO
provides sales, installation, and servicing of ATM and POS terminals, and card-issuing services. Our card issuing
services in Europe include card database management and card personalization.

Terminal Management

Our terminal management offering supports both the direct and indirect merchant services business models.
This offering provides a variety of products and services relating to electronic transaction payment processing
equipment, such as terminal programming and deployment, set-up and telephone training, maintenance and
equipment replacement, warehousing and inventory control, customer service, technical support, customized
reporting, and conversions. We provide these services directly to our own portfolio of merchants to support our
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credit and debit «card transaction processing and check services. We also provide these services indirectly to
merchants on behalf of a limited number of our financial institution and independent sales organization
customers. We derive revenue from equipment sales and rentals, programming and deployment fees, and repairs
and maintenance services.

Money Transfer

Our money transfer product and service offerings include a variety of services such as consumer-to-
consumer money transfer, financial electronic data interchange, or EDI, account balance reporting, management
information and deposit reporting. For the fiscal year ended May 31, 2004, approximately 9% of our total
revenue arose from money transfer services.

Consumer-To-Consumer Money Transfer

Following the DolEx acquisition, a majority of the revenue derived from our money transfer offering
consists of our consumer-to-consumer electronic money transfer services marketed to the growing population of
first and second generation Latin Americans living in the United States. This part of the population regularly
transfers money to their family and friends living in Latin America. We operate over 620 originating retail
branch locations in the United States and have settlement arrangements in Latin America with approximately
10,000 bank, exchange house and retail locations. DolEx was founded in 1996, primarily by its current
management team. The consumer-to-consumer money transfer service offering is primarily driven by transaction
levels and unit pricing. Our business strategy is to competitively price our services, provide a timely and quality
service, diversify our services through our customer loyalty program and increase our physical presence through
additional originating branch locations and expansion into other settlement countries, which we believe will
further expand our customer base and increase our market share.

In a typical consumer-to-consumer money transfer transaction, a customer visits one of our originating
branch locations and pays a fee based on the nature and amount of the transaction performed on the customer’s
behalf. In addition, the customer is quoted a retail exchange rate when the money transfer transaction is
requested. The customer will receive a receipt that includes the amount the beneficiary will receive, the retail
exchange rate, money transfer fee, settlement location and total amount that needs to be remitted to DolEx. Once
the transaction is completed at the originating branch location, our call center contacts the beneficiary to provide
an identification number, settlement location, and the amount to enable the recipient to claim the money
transferred in its name. We earn additional revenue based on the difference between the retail exchange rate that
is quoted and the wholesale exchange rate when the currency is purchased in much larger denominations than the
individual customer’s transaction. Each business day, we determine the amount of currency needed to settle
daily, bid the wholesale exchange rates based on the amount needed and purchase currency at the best available
rates.

Business-To-Business Money Transfer

Our money transfer products and services also provide financial, management and operational data to
financial institutions, corporations and government agencies worldwide and allow these organizations to
exchange the information with financial institutions and other service providers. We also provide EDI tax filing
and Internet tax payment services that allow financial institutions and government agencies to offer corporate
taxpayers a secure and convenient method of paying taxes electronically. Tax payment security is handled
through both SSL encryption/decryption and multi-level password access and operates through a web site that
serves as the portal for securely receiving tax information and delivering the transaction for payment. Qur
business-to-business money transfer services are primarily priced based on a rate per transaction processed.

Employees

As of June 30, 2004, we and our subsidiaries had approximately 3,500 employees. Many of our employees
are highly skilled in technical areas specific to electronic transaction payment processing and consumer-to-
consumer money transfer. We believe that our current and future operations depend substantially on retaining our
key technical employees.




Competition

Merchant Services

Our primary competitors in the electronic transaction payment processing industry include other merchant
acquirers, as well as major national and regional financial institution processors and ISOs, some of which are our
customers. Certain of these companies are privately held, and the majority of those that are publicly held do not
release the information necessary to precisely quantify our relative competitive position. As an independent
merchant acquirer, our principal affiliation with financial institutions relates to the sponsorship that enables our
access to the card associations and debit networks. We believe an independent merchant acquirer, such as Global
Payments, will tend to be a merchant customer advocate, as there is no other relationship with a card issuing
business or cardholder customer service, which is typical of a financial institution processor. Also, a financial
institution processor sales channel is primarily based on referrals within the institution, to further leverage a
customer relationship, while an independent processor or ISO will tend to be focused on sales from all channels,
including internally generated leads. Finally, a financial institution processor may not have the same executive
focus on a merchant acquiring business, as the business is not core to the total revenues of the financial
institution. We primarily differ from ISOs in that we have our own platform and financial institution sponsorship
agreements.

Based on industry publications such as The Nilson Report, dated April 2004, we are a leading, mid-market
merchant acquirer in the United States. According to that report, one of our competitors, First Data Corporation
and its affiliates, is the largest electronic transaction payment processor in the United States.

Our primary competitor in Canada is Moneris Solutions, which we believe has a slightly larger share of the
Canadian merchant acquirer’s market based on merchant dollar volume. Moneris Solutions is a joint investment
of the Royal Bank of Canada and the Bank of Montreal. However, we believe that we are the largest publicly
traded independent processor in Canada.

We service all industry segments and specialize in the direct merchant services, mid-market segment in the
United States and the large and mid-market segment in Canada. We define mid-market as a merchant with an
average of $150,000 to $300,000 in annual VISA and/or MasterCard volume. Many of our ISO relationships
provide merchant referrals in the small-market segment, with average annual VISA and/or MasterCard volumes
below $150,000. National accounts or large-market merchants that we serve average between $3.0 million to
$10.0 million in annual VISA and/or MasterCard volume.

Our primary strategy to distinguish ourselves from our competitors focuses on offering a variety of
electronic transaction payment processing solutions to our customers. These enhanced services involve vertical
market and sophisticated reporting features that add value to the information obtained from our electronic
transaction payment processing databases. We believe that our knowledge of these specific markets, the size and
effectiveness of our dedicated sales force, affiliations with trade associations, agent banks and CAPs, our ability
to offer specific, integrated solutions to our customers, including hardware, software, processing, and network
facilities, and our flexibility in packaging these products are positive factors that enhance our competitive
position.

Money Transfer

Our primary competitors in the consumer-to-consumer money transfer offering are more diversified, with a
broader international reach. We believe our service offering ranks fourth in dollar volume transferred from the
United States to Latin America. In addition, many of our competitors use agency agreements with third parties, at
the point of sale, to collect funds and input transaction data. We generally use a fixed-cost, branch-owned model,
at the point of sale, rather than a variable-cost, agent-based model. We believe this model enhances our growth
strategy, as higher transaction levels may provide significant future ieverage.

The most significant competitive factors relating to our consumer-to-consumer money transfer offering
include customer service, quality, value-added features, functionality, price, reliability, the breadth and
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effectiveness of our distribution channel, and the manner in which we deliver our services. These competitive
factors will continue to change as new distribution channels and alternative payment solutions are developed by
our competitors and us. For instance, we believe the electronic money transfer offerings may evolve from a cash-
based solution to a card-based solution at the origination and settlement points in the transaction process. Our
ability to effectively compete in the marketplace depends on our ability to adapt to these technological and
competitive advancements. We believe our knowledge of the industry, our relative size, and our branched-owned
model gives us an advantage over our competitors when adapting to these changes.

Industry Overview and Target Markets
Industry Overview

Payment processing service providers, such as Global Payments, provide high volume electronic transaction
payment processing and support services directly to financial institutions, merchants, and independent sales
organizations. As a general rule, the payment processing market in the United States and Canada continues to
transition from traditional financial institution providers to independent merchant acquirers. We believe
merchants seek more efficient distribution channels, as well as increased technological capabilities required for
the rapid and efficient creation, processing, handling, storage, and retrieval of information.

In Europe, financial institutions remain the dominant provider of payment processing services to merchants,
although the outsourcing of back-end processing services to third party service providers is becoming more
prevalent. Throughout all markets, processing services have become increasingly complex, requiring significant
capital commitments to develop, maintain and update the systems necessary to provide these advanced services
at a competitive price.

Global Payments also provides money transfer services to Latinos in the United States sending money to
Latin America. Our main service to these customers involves the electronic transfer of money to their families in
Latin America. Unlike our major competitors in the Latin American corridor that operate an agent-based
network, we generally utilize a branch-owned network strategy at the point of sale. We believe that this
differentiation allows us to be more flexible and competitive when setting our prices and introducing new
products and services.

As a result of continued growth in our industry, several large merchant acquirers, including us, have
expanded operations both domestically and internationally. This expansion has come in the form of acquisitions,
and the creation of alliances and joint ventures. We believe that the electronic payment transaction processing
and money transfer industries will continue to consolidate as banks and independent processors that do not have
the necessary infrastructure to participate in a highly competitive environment look to exit the business.

VISA, through its member banks, has recently announced that it will begin offering cards containing chip
technology in Canada. Chip technology can securely store and encrypt confidential information. The chip is
difficult to copy and has the power to be programmed with spending and usage limits, making it possible to
authorize transactions off-line. Chip technology will enable a host of additional features including applications
such as loyalty, access control, rewards, and public transit passes. We expect that it will take up to five years for
all participants to implement the equipment necessary to accept and process the chip card compliant transactions
in the Canadian marketplace. We have been working to develop a long-term plan to ensure our merchants will
benefit from the migration to chip technology in the Canadian market. We believe that the technology acquired
as part of the MUZO acquisition will contribute to our ability to timely migrate our Canadian platform to chip
card compliant technology.

We believe the number of electronic transactions will continue to grow in the future and that an increasing
percentage of these transactions will be processed through emerging technologies. To help our customers reduce
their transaction costs and speed up the transaction approval process, we have integrated new technologies into
our service offerings such as Internet protocol communications and check truncation or conversion at the point of
sale. As new technologies like radio frequency identification or contactless payment card continue to evolve, we
plan to develop new products and services that will exploit the benefits that these new technologies can offer our
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customers. We also believe that new emerging markets will continue to develop in areas that have been
previously dominated by paper-based transactions. Industries such as quick service restaurants, government,
recurring payments, and business-to-business, should continue to see transaction volumes migrate to more
electronic-based settlement solutions. We believe that the continued development of new products and services
and the emergence of new vertical markets will be a significant factor in the growth of our business for the
foreseeable future.

Target Markets

We believe that significant global opportunities exist for continued growth in the application of electronic
fransaction payment processing and money transfer services. Although the United States accounts for the largest
payment processing volume in the world, global expansion by financial institutions into new geographies and the
increased recognition by governments for the ability of payment cards to facilitate economic growth, is rapidly
transforming the electronic commerce market into a global payments opportunity. Additionally, positive
migration trends led by the rapid globalization of the economy are also leading the way for increased electronic
money transfer opportunities.

The rapid growth of retail credit card transactions, as well as the increased utilization of debit cards, directly
correlates with the historic growth of our business. According to VISA and MasterCard, worldwide annual
purchase volume increased 18% to over $2.8 trillion in 2003 which equates to approximately 12% of the $22
trillion in worldwide personal consumption expenditures.

In the United States, The Nilson Report dated February 2004 estimates that more than $1.3 trillion of annual
consumer spending 1s charged using VISA and MasterCard cards. Based on figures reported in The Nilson Report
dated May 2004, we also believe that over $197 billion (U.S.) of annual Canadian consumer spending uses
VIS A, MasterCard or debit as the form of payment. In Europe, credit card utilization remains underdeveloped
relative to the two most developed credit markets in the world, the United States and United Kingdom.
According to a 2003 report by Lafferty, if European spending patterns grew to half of the penetration rate and
spending levels of the United States market, there would be an $800 billion credit card processing volume
opportunity for our industry.

Equally as attractive has been the increase in the number of international immigrants, which the United
Nations Population Division estimates has increased from 75 million in 1965 to 175 million at the end of 2003.
The World Bank estimates that $111 billion was remitted worldwide in 2001 with over 50% of the volume
originating in the United States. We estimate that approximately 35 million immigrants reside within the United
States, of which over 50% are from Latin America. According to a March 2004 report released by the Inter-
American Development Bank, the expected value of electronic money transfer remittances to the Latin American
market at the end of 2003 was estimated to be almost $38 billion and it has been estimated that the Latin
American market will continue to grow at over 10% per year for at least the next five years.

Strategy

In pursuing our business strategy, we seek to increase our penetration in existing markets, expand into new
geographic regions as represented by our acquisition of MUZO in the Czech Republic, and expand into new
payment areas as represented by our acquisition of DolEx in the electronic money transfer service industry. We
believe that this strategy provides us with the greatest opportunity to expand our existing business, leverage our
existing infrastructure, and maintain a consistent base of recurring revenues, thereby maximizing shareholder
equity and acquisition returns on investment. We intend to accomplish this overall strategy as follows:

Existing offerings

In pursuing this business strategy, we intend to increase our penetration of existing markets and to further
leverage our infrastructure. Our objectives to execute this strategy include the following:

» expand distribution channels, primarily direct merchant services, 1SOs, and CAPs;
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o provide the best possible customer service at levels that exceed our competitors by investing in
technology, training and product enhancements;

e grow our direct merchant services, domestic and Canadian market share by concentrating on the mid-
market segment in the United States and on the small and mid-market segment in Canada;

° grow our consumer-to-consumer money transfer customer base and market share by expanding our
branch locations and offering competitive pricing;

o provide the latest, secure, enhanced products and services by developing value-added applications,
enhancing existing products, and developing new systems and services to blend technology with our
customer needs;

e focus on potential domestic and international acquisitions or investments and alliances with companies
that have high growth and operate in profitable sectors of payments-related industries through
compatible products and services, development capabilities and distribution capabilities.

International markets

We intend to focus on further diversification in international markets with geographic areas of payments
industry growth, such as Latin America, the European Union, Central and Eastern Europe and the Asia Pacific
region. We are evaluating these markets due to the following attractive characteristics:

» current low but growing credit and debit card utilization;
* money transfer opportunities;
e the absence of a dominant merchant acquirer and;

= potential to satisfy our acquisition strategy.

Infrastructure

Our focus on the existing infrastructure will center on attracting, developing and retaining talent to execute
our strategy and migrate our systems to leading edge technology. We intend to continue systems integrations,
primarily the consolidation of operating platforms. In addition, we expect to increase management focus on
employee investments.

Maximize corporate returns

Finally, we ibelieve we will maximize corporate returns by leveraging our core technology and operational
capabilities and continue cost reduction initiatives to maximize shareholder equity and acquisition returns on
investment.

Banking Regulations

As of the date of this report, Canadian Imperial Bank of Commerce, or CIBC, owns approximately 16% of
our outstanding common stock. As a result of CIBC’s equity interest in our company, we are considered a
subsidiary of CIBC for U.S. bank regulatory purposes. CIBC is a Canadian Bank with operations in the United
States. Accordingly, CIBC is regulated in the U.S. as a foreign bank and, as a result, is subject to most of the
same limitations as a U.S. bank holding company under provisions of the Bank Holding Company Act. As a
subsidiary of CIBC for U.S. bank regulatory purposes, we are subject to those same regulations. We are also
subject to examination by the Federal Reserve Board. As a general matter, we are able to operate our merchant
services and money transfer businesses as we have historically, but our ability to expand into unrelated
businesses may be limited unless they are activities that the Bank Holding Company Act allows or the Federal
Reserve Board approves.

Bank holding companies may engage in the business of banking, managing and controlling banks, and in
other activities so closely related to managing and controlling banks as to be a proper incident thereto. The
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Gramm-Leach-Bliley Act, enacted in 1999, amended the Bank Holding Company Act to allow greater
operational flexibility for bank holding companies whose U.S. depository institution subsidiaries are well-
capitalized, well-managed and meet certain other conditions. Such companies are referred to as “financial
holding companies”. A foreign bank also may qualify as a financial holding company if it (as well as any foreign
bank affiliate that maintains a U.S. branch, agency, or commercial lending company) is well-capitalized and
well-managed. Financial holding companies may engage in activities that are financial in nature, or that are
incidental or complimentary to financial activities. The legislation defines securities and insurance activities as
being permissible financial activities, allows certain merchant banking activities, and establishes a procedure for
the Federal Reserve Board, together with the U.S. Treasury Department, to announce additional permissible
activities.

As a foreign bank, CIBC may qualify for financial holding company status and has done so. If a financial
holding company falls out of compliance with the well-managed, well-capitalized, or other requirements, it must
enter into an agreement with the Federal Reserve to rectify the situation. The Federal Reserve may refuse to
allow the financial holding company, which would include its subsidiaries, to engage in new “financial”
activities may require it to cease current “financial” activities and may require it to divest its bank.

The merchant services and money transfer businesses that we conduct are permissible activities for bank
holding companies (as well as financial holding companies) under U.S. law, and we do not expect the limitations
described above to adversely affect our current operations. It is possible, however, that these restrictions might
limit our ability to enter other businesses that we may wish to engage in at some time in the future. It is also
possible that these laws may be amended in the future, or new laws or regulations may be adopted, which could
adversely affect our ability to engage in our current or additional businesses.

Additionally, CIBC is subject to the Bank Act (Canada), which, among other things, limits the types of
business which CIBC may conduct, directly or indirectly, and the types of investments which CIBC may make.
CIBC’s shareholding in our company is currently permitted under the Bank Act.

Under the Bank Act, CIBC is permitted to continue to hold its interest in us, as long as the business
undertaken by us is consistent with the applicable provisions of the Bank Act. If we undertake businesses
inconsistent with the businesses in which CIBC is permitted to hold an interest, CIBC may be required, pursuant
to the provisions of the Bank Act, to dispose of its shares.

We have agreed with CIBC, in effect, that we will not undertake any business inconsistent with the
applicable provisions of the Bank Act. We do not anticipate that compliance with this undertaking will affect, in
any material way, our ability to carry on the merchant services and funds transfer businesses. Our ability to
expand into other businesses will be governed by the undertaking and the applicable provisions of Canadian
banking legislation at the relevant time.

The Office of the Superintendent of Financial Institutions (Canada), or OSFI, has recently ruled that it
considers the provision of our consumer electronic money transfer business, albeit conducted outside of Canada,
to be a business that is to a significant extent the business of banking and that we are therefore a foreign bank as
defined in the Bank Act. Following receipt of this OSFI ruling, we applied for and received an exemption order
which exempts us from most of the foreign bank provisions of the Bank Act. As a result of receiving this
exemption order, we do not believe that OSFI's determination that we are a foreign bank under the Bank Act will
affect, in any material way, our ability to carry on the merchant services and funds transfer businesses in Canada
or to expand into other non-banking businesses. However, there is no assurance that subsequent amendments to
the Bank Act would not adversely affect our ability to carry on our business in Canada as it is conducted today.
Except as discussed above, the Bank Act does not otherwise apply to us.

Money Transfer Licensing and Regulations

In the United States, most states license consumer money transfer service providers and issuers of money
orders such as DolEx. The applicable state statutes and regulations typically require DolEx to obtain and
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maintain certain required licenses as a condition to performing these activities. These statutes and regulations
generally require DolEx to: (a) satisfy minimum net worth requirements, (b) procure and maintain a surety bond
with minimum statutory levels of coverage, (c) demonstrate the character and fitness of the officers and directors
DolEx, and (d) subject itself to periodic financial audits.

The consumer money transfer service offering also is subject to regulation in the United States by various
agencies of the federal government, which have been charged with implementing anti-money laundering statutes
and certain restrictions on transactions to or from certain individuals, entities or countries in order to combat
terrorism. In addition, the money transfer service offering is subject to some form of regulation in each of the
Latin American settlement countries in which DolEx offers its services. These regulations include limitations on
what types of entities may offer money transfer services, limitations on the amount of principal that can be
moved into or out of a country, limitations on the number of money transfers that may be received by a customer,
limitations on the exchange rates between foreign currencies, and regulations intended to help detect and prevent
money laundering. DolEx has developed compliance programs to monitor regulatory requirements and
developments, and to implement policies and procedures to help satisfy these requirements. In addition, DolEx’s
use of a branch network in the U.S. for the origination of electronic money transfers rather than an agent model
typically utilized by our larger competitors allows greater control over our regulatory compliance.

ITEM 2—PROPERTIES

The following summarizes the type of facilities being utilized as of May 31, 2004:

Type of Facility Leased Owned
Facilities in the United States:
Multi-Purpose (Operations, Sales, Administrative) . .............. 2 —
Operations/Customer Support . ..............c.cciirernenen .. 21 —
Sales .. e e 65_7 1
680 1
International Facilities
Multi-Purpose (Operations, Sales, Administrative) ............... 1 2
Operations/Customer SUPPOrt .. ..........vitninninneneenn... 3 1
Sales ... 24 1
28 4
2

Total ... @

The principal facilities in the United States are located in Atlanta, Georgia; Dallas, Texas; Owings Mills,
Maryland; Niles, Illinois and St. Louis, Missouri. Our principal international facilities are located in Mexico City,
Mexico; Monterrey, Mexico; Prague, Czech Republic and Toronto, Canada. The majority of our sales facilities
are DolEx originating retail branches.

We believe that all of our facilities and equipment are suitable and adequate for our business as presently
conducted.

ITEM 3—LEGAL PROCEEDINGS

We are party to a number of claims and lawsuits incidental to the normal course of our business. In our
opinion, the ultimate outcome of such matters, in the aggregate, will not have a material adverse impact on our
financial position, liquidity or results of operations. For additional information, refer to “Item 7—Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in the section entitled “Airlines”.

ITEM 4—SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our shareholders during our fourth quarter ended May 31, 2004.

14




PART IT

ITEM 5—MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Our common stock trades on the New York Stock Exchange under the ticker symbol “GPN”. The table set
forth below provides the intraday high and low sales prices and dividends paid per share of our common stock for
the four quarters during fiscal 2004 and 2003. We expect to continue to pay our shareholders a dividend per
share, on a quarterly basis, in an amount comparable to the dividends indicated in the table. However, any future
determination to pay cash dividends will be at the discretion of our board of directors and will depend upon our
results of operations, financial condition, capital requirements and such other factors as the board of directors
deems relevant.

Dividend
High Low Per Share
Fiscal 2004
First QUarter .. .......oouiee i, $38.43  $31.57 $0.04
Second Quarter ............ ... ... ..., 45.717 36.00 0.04
Third Quarter .. .......... ... ... ... ... c..... 50.31 42.79 0.04
FourthQuarter .......... ... ... .. ... ... 51.13 4243 0.04
Fiscal 2003
First QUarter . .. ......oueee et iiiee e $36.70  $22.00 $0.04
Second Quarter ........... .. ... ... ... 30.30 21.00 0.04
ThirdQuarter ......... ... .. ... ... 32.24 26.89 0.04
FourthQuarter .......... ... ... .. ... ... ...... 34.00 26.00 0.04

The number of shareholders of record of our common stock as of July 16, 2004 was 2,689.
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ITEM 6—SELECTED FINANCIAL DATA

You should read the selected financial data set forth below in conjunction with “Item 7—Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and “Item 8—Financial Statements
and Supplementary Data” included elsewhere in this annual report. The income statement data for each of the
three fiscal years.ended May 31, 2004, and the balance sheet data as of May 31, 2004 and 2003 are derived from
the audited consolidated financial statements included elsewhere in this annual report. The balance sheet data as
of May 31, 2002 and 2001 and the income statement data for each of the two fiscal years ended May 31, 2001
was derived from audited consolidated financial statements included in our Form 10-K for the fiscal year ended
May 31, 2002. The balance sheet data as of May 31, 2000 is derived from the audited consolidated financial
statements included in our Form 10-K for the fiscal year ended May 31, 2001.

For Year Ended May 31,
(In thousands, except per share data)
2004 2003 2002 2001 2000
Income statement data:
Revenue ......................... $629,320 $516,084 $462,826 $353,195 $340,033
Operating income .. ................ 112,901(1)  93,265(1)  71,418(1) 53,046(1) 63,212
Income before cumulative effect of
change in accounting principle . . . . .. 62,443 53,300 39,839 23,668 33,047
Cumulative effect of a change in
accounting principle . ............. — — (15,999)(2) — —
Netincome .............ccuuiun... $ 62,443 $ 53,300 $ 23,840 $ 23,668 $ 33,047
Per share data:
Basic earnings per share:
Income before cumulative effect
of change in accounting
principle ................... $ 166 $ 144 $ 109 $ 083 $ 124
Cumulative effect of change in
accounting principle .......... — — (0.44) — =
Netincome ................... $ 166 $ 144 $ 065 $ 0833) % 1.2403)
Diluted earnings per share:
Income before cumulative effect
of change in accounting
principle ................... $ 160 $ 141 $ 105 $ 082 § —
Cumulative effect of change in
accounting principle .......... — — (0.42) — —
Netincome ............c....... $ 160 $ 141 $ 0.63 $ 082 $ — @
Dividends pershare ................ $ 016 $ 016 $ 016 $ 0045 % —
Balance sheet data:
Total @assets ... .......cooouuneenen.. $832,895 $518,134 $431.418 $458.604 $287,946
Lineofcredit ..................... 122,000 — 22,000 73,000 —
Line of credit with related party ....... 83,109 33,500 — — —
DuetoNDC ......... ... ... ... ... — — — — 96,125
Obligations under capital leases . ...... 3,251 4,707 7,310 4,713 7,232
Total shareholders’ equity ........... 449,422 366,426 296,288 271,022 119,795

(1) Includes restructuring and other charges of $9,648, $1,257 and $10,993 in fiscal 2004, 2003 and 2002,
respectively. See Note 10 of the Notes to Consolidated Financial Statements.

(2) See Note 1 of the “Notes to Consolidated Financial Statements—Goodwill and Other Intangible Assets”.

(3) Using the ratio of 0.8 of a share of Global Payments common stock for each share of NDC common stock
held on January 31, 2001, or the Distribution Date, the date of NDC’s spin-off of its eCommerce business
into Global Payments. Weighted average shares outstanding are computed by applying the distribution ratio
to the historical NDC weighted average shares outstanding.

(4) Diluted earnings per share is not presented in the selected financial data for historical periods prior to fiscal
2001 as Global Payments stock options did not exist prior to the Distribution Date.

(5) Dividends were first paid in the fourth quarter of fiscal 2001, after the Distribution Date.
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ITEM 7—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis contains forward-looking statements about our plans and expectations
of what may happen in the future. Forward-looking statements are based on a number of assumptions and
estimates that are inherently subject to significant risks and uncertainties, and our results could differ materially
from the results anticipated by our forward-looking statements as a result of many known and unknown factors,
including but not limited to those discussed in Exhibit 99.1 to this report. See also “Cautionary Notice Regarding
Forward-Looking Statements™ located above “Item 1—Business”.

You should read the following discussion and analysis in conjunction with “ITEM 6—SELECTED
FINANCIAL DATA” and “ITEM 8—FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA”
appearing elsewhere in this annual report.

General

We are a leading payments company. As a high-volume processor of electronic transactions, we enable
consumers, corporations, government agencies and other profit and non-profit business enterprises to facilitate
payments to purchase goods and services or further other economic goals. Our role is to serve as an intermediary
in the exchange of information and funds that must occur between parties so that a transaction can be completed.
Including our time as part of National Data Corporation, now known as NDCHealth or NDC, we have provided
transaction processing services since 1967. We were incorporated in Georgia as Global Payments Inc. in
September 2000.

We market our products and services throughout the United States, Canada and Europe, and we also
conduct business in Latin America in connection with our money transfer product offering. We operate in one
business segment, electronic transaction payment processing, and provide products and services through our
merchant services and money transfer offerings. Our products and services primarily target customers in many
vertical industries including government, professional services, restaurants, universities, utilities, gaming, retail
and health care.

Our merchant services offerings provide merchants and financial institutions with credit and debit card
transaction processing, check services and terminal management. We have two basic business models that we use
to market our merchant services offerings. In one model, which we refer to as “direct” merchant services, we
have a salaried and commissioned sales force, ISOs, and independent sales representatives, all of whom sell our
end-to-end services directly to merchants. In the other model, which we refer to as “indirect” merchant services,
we provide the same basic products and services as direct merchant services, primarily to financial institutions on
an unbundled basis, that in turn resell our products and their services to their merchants. Our direct merchant
services offering is marketed in the United States and Canada, and our indirect merchant services are marketed in
the United States, Canada and Central and Eastern Europe.

For the fiscal year ended May 31, 2004, approximately 79% of our total revenue arose from direct merchant
services and approximately 12% arose from indirect merchant services. Direct merchant services revenue is
generated on services primarily priced as a percentage of transaction value, whereas indirect merchant services
revenue is generated on services primarily priced on a specified amount per transaction. In both merchant
services models, we also charge for other processing fees unrelated to the number of transactions or the
transaction value.

Our money transfer product and service offerings include a variety of services such as consumer-to-
consumer money transfer, financial electronic data interchange, or EDI, account balance reporting, management
information and deposit reporting. For the fiscal year ended May 31, 2004, approximately 9% of our total
revenue arose from money transfer services.

Our products and services are marketed through a variety of distinct sales channels that include a large,
dedicated direct sales force, ISOs, independent sales representatives and an internal telesales group, originating
retail branch outlets, trade associations, alliance bank relationships and financial institutions.
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Executive Overview

We reported strong financial results for fiscal 2004. In fiscal 2004, revenue increased $113.2 million or 22%
to $629.3 million from $516.1 million in fiscal 2003. Revenue growth was primarily driven by the growth in our
direct merchant service offering in the United States and acquisitions closed in fiscal 2004. Excluding the impact
of our acquisitions in fiscal 2004, our revenue grew 12% compared to fiscal 2003. Operating income was $112.9
million for fiscal 2004, compared to $93.3 million in the prior year’s comparable period, which resulted in a
decrease in operating margin from 18.1% for fiscal 2003 to 17.9% for fiscal 2004. Net income increased $9.1
million or 17% to $62.4 million in fiscal 2004 from $53.3 million in the prior year’s comparable period, resulting
in a $0.19 increase in diluted earnings per share from $1.41 in fiscal 2003 to $1.60 in fiscal 2004.

The operating income amounts reflect restructuring charges of $9.6 million and $1.3 million in fiscal 2004
and fiscal 2003, respectively. Operating income, excluding the effect of restructuring charges, increased $28.0
million or 30% to $122.5 million in fiscal 2004 from $94.5 million in fiscal 2003. Operating margins excluding
the effect of restructuring charges increased from 18.3% in fiscal 2003 to 19.5% in fiscal 2004. Net income,
excluding the impact of the restructuring and other charges, increased by $14.4 million or 27% to $68.5 million
in fiscal 2004 from $54.1 million in fiscal 2003 and diluted earnings per share, on the same basis, increased
$0.33 or 23% to $1.76 in fiscal 2004 from $1.43 in fiscal 2003. Management believes that reporting such results
without inclusion of the restructuring and other charges is useful to investors comparing the Company’s annual
and quarterly performance to prior periods, and management uses such non-GAAP measures when internally
evaluating the Company’s performance as well.

On November 12, 2003, we completed the acquisition of Latin America Money Services, LLC (“LAMS”), a
Delaware limited liability company which owned a majority of the outstanding equity interests in DolEx Dollar
Express, Inc. (“DolEx”), a Texas corporation, and all but one share of the outstanding equity interests in DolEx
Envios, S.A. de C.V. (“DolEx Envios”), a Mexican subsidiary of DolEx. The transaction was structured as a
merger of GP Ventures (Texas), Inc., a Delaware corporation and wholly-owned subsidiary of Global Payments,
into LAMS, with LAMS remaining as the surviving entity in the merger. We also acquired the remaining equity
interests in DolEx that were not already owned by LAMS. We gave consideration of approximately $190.4
million for LAMS, DolEx and DolEx Envios through a combination of $59.7 million in cash, net of cash
acquired of $8.7 million, the issuance of $114.2 million in promissory notes payable to the order of the sellers,
and the issuance of common stock with an approximate fair value of $7.8 million based on the closing price of
Global Payments Inc. common stock on the date the acquisition closed. On December 1, 2003, the Company
repaid the promissory notes in full using its U.S. credit facility.

As a result of the transaction, LAMS, a holding company, is now a wholly-owned subsidiary of Global
Payments. DolEx, the operating company, is now a wholly-owned subsidiary of LAMS and DolEx Envios, the
Mexican operating company, is now a majority-owned subsidiary of DolEx because one share of DolEx Envios
is owned by GP Finance, Inc., a wholly-owned subsidiary of Global Payments. We frequently refer to this
transaction as the DolEx acquisition, since DolEx and DolEx Envios are the primary operating companies within
the LAMS group. Concurrent with this acquisition, we changed the name of our “funds transfer” service offering
to “money transfer”. The acquisition expanded our money transfer service product offerings to include electronic
consumer-to-consumer money transfer, primarily in the United States to Latin American corridor. DolEx
operates hundreds of originating retail branches located in the United States, and has settlement arrangements in
Latin America with thousands of banks, exchange houses, and retail locations.

On February 18, 2004, we acquired 52.6% of the outstanding voting shares of MUZO, a.s. from Komer¢ni
banka, a.s., or KB, for $34.7 million in cash. Pursuant to Czech law, we completed a public tender offer on May
14, 2004 for the remaining shares of MUZO. The public tender offer resulted in Global Payments obtaining
46,576 additional shares of MUZO for the equivalent of approximately $28.8 million in cash, bringing our
ownership to 98.3% of the outstanding voting shares of MUZO. We have begun the process of acquiring the
remaining shares of MUZO in accordance with Czech law.

We believe that MUZO is the largest indirect payment processor in the Czech Republic. Based in Prague,
MUZO employs approximately 250 employees and has served as an indirect processor for financial institutions
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since 1992. MUZO offers a comprehensive package of payment services including credit and debit card
transaction processing services; sales, installation and management of ATMs and POS devices; and card
personalization.

Finally, in fiscal 2004, we substantially completed the relocation of our corporate functions in Atlanta,
except for our data center, which we expect to relocate by March 2006. The primary purpose of the relocation
was to comply with an IRS requirement regarding our facility lease with NDCHealth, formerly known as
National Data Corporation, which was our landlord and former parent company. We believe that this relocation
is consistent with the tax-free nature of the spin-off from NDCHealth which occurred on January 31, 2001.

Components of Income Statement

We derive our revenues from three primary sources: charges based on volumes and fees for services,
charges based on transaction quantity, and equipment sales, leases and service fees. Revenues generated by these
areas depend upon a number of factors, such as demand for and price of our services, the technological
competitiveness of our product offerings, our reputation for providing timely and reliable service, competition
within our industry, and general economic conditions.

Cost of service consists primarily of the cost of operational-related personnel, including those who monitor
our transaction processing systems and settlement; transaction processing systems, including third-party services
such as the costs of settlement channels for consumer-to-consumer money transfer services; network
telecommunications capability, depreciation and occupancy costs associated with the facilities performing these
functions; and provisions for operating losses.

Sales, general and administrative expenses consist primarily of salaries, wages and related expenses paid to
sales personnel, non-revenue producing customer support functions and administrative employees and
management, commissions to independent contractors and 1SOs, advertising costs, other selling expenses, and
occupancy of leased space directly related to these functions.

Other income and expense primarily consist of minority interest in earnings, interest income and expense
and other miscellaneous items of income and expense.

Results of Operations
Fiscal Year Ended May 31, 2004 Compared to Fiscal Year Ended May 31, 2003

In fiscal 2004, revenue increased $113.2 million or 22% to $629.3 million from $516.1 million in the prior
year’s comparable period. We attribute this revenue growth primarily to increases in our domestic direct
merchant services offering and acquisitions closed in fiscal 2004. We intend to continue to grow our domestic
and international presence, build our ISO sales channel, increase customer satisfaction, assess opportunities for
profitable acquisition growth, pursue enhanced products and services for our customers, and leverage our
existing business model. We expect fiscal 2005 revenue of $722 million to $743 million, reflecting growth of
15% to 18%, compared to $629.3 million in fiscal 2004.

The Company’s service offering revenues from external customers are as follows (dollars in millions):

Fiscal Year Ended May 31,
2004 2003 % Change
Merchant SEIVICES .. ...ttt $5742  $503.8 14%
Money transfer .......... ... .. . i 55.1 123 348%
$629.3  $516.1 _22%

19



Merchant services

Our merchant services offering revenue increased 14% in fiscal 2004. This revenue growth includes $10.2
million in revenue from the MUZO acquisition. We continue to expect MUZO’s revenue to grow in the mid-to-
high single-digit range for fiscal 2005 as we work on our strategy to expand MUZO into other geographic areas.
These projections include the previously disclosed and expected loss of a significant customer who provided
notice of its intent to move the business prior to the closing of the MUZO acquisition which was previously
disclosed.

We experienced continued growth in our domestic direct merchant channel by continuing to sign
mid-market merchants in various vertical markets to maintain our diversification. The increase in revenue
reflects high-teen transaction growth in our domestic direct card merchant channel, primarily driven by increases
in our ISO sales channel. We believe this transaction growth is compared favorably to industry trends. According
to The Nilson Report dated February 2004, industry growth averaged 12%. Our domestic average dollar value of
transaction, or average ticket, remained stable and we experienced an increase in our domestic average discount
revenue per dollar value volume, or spread, for fiscal 2004 compared to fiscal 2003.

Our Canadian transactions processed for fiscal 2004 grew in the low to mid-single digits compared to the
prior year. This reflects the impact of the recent removal from our portfolio of certain lower margin, higher risk
merchants, such as airlines and travel agencies. The average ticket and spread in Canada declined in fiscal 2004
compared to the prior year. The declines in average ticket and spread are primarily due to the recent mix of
merchant signings, such as the addition of petroleum and grocery retailers, and the strategic removal of certain
lower margin, higher risk merchants. The decline in Canadian revenue was more than offset by a stronger year-
over-year Canadian currency exchange rate. We expect stronger results in Canada as the impact from last
summer’s SARs crisis and our decision to exit certain, higher risk, lower margin merchants annualize during
fiscal 2005.

These revenue growth factors were partially offset by continued and expected high-teen declines in our
domestic indirect channel. These declines are attributed to the industry consolidation of financial institutions and
competitive pricing pressures.

Money transfer

Our revenue growth from the money transfer offering in fiscal 2004 includes an additional $42.5 million
relating to our DolEx acquisition completed on November 12, 2003.

The consumer-to-consumer money transfer service offering revenue is primarily driven by transaction levels
and unit pricing. Consumer-to-consumer money transfer transactions for the year experienced double-digit
growth, primarily due to continued industry growth, additional U.S. originating branch locations, and a more
competitive unit pricing strategy compared to the prior year. Qur business strategy is to competitively price our
money transfer services, which we believe will further expand our customer base and increase our market share.
Further, our use of fixed-cost employees rather than variable-cost agents at the originating point of sale enhances
this strategy, as higher transaction levels will provide enhanced future leverage. For fiscal 2005, we anticipate
that revenue will expand in the low teens compared to fiscal 2004. In addition, we continue to expand our
settlement reach throughout the Latin America market with approximately 10,000 convenient location choices
for our customers.

Operating expenses

Cost of service increased by $29.1 million or 11% from $260.3 million in fiscal 2003 to $289.4 million in
fiscal 2004. As a percentage of revenue, cost of service decreased to 46% in fiscal 2004 from 50% in the prior
year. This decrease in cost of service as a percentage of revenue is primarily due to the integration of our
acquisitions, other cost reduction initiatives, and the achievement of a greater economy of scale with our
operating expenses. The increase in the cost of service expense is primarily attributable to the increased operating
expenses and acquired intangible asset amortization through our recent acquisitions.
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Sales, general and administrative expenses increased by $56.1 million or 35% to $217.4 million in fiscal
2004 from $161.3 million in the prior year. As a percentage of revenue, these expenses increased to 35% for
fiscal 2004 compared to 31% for fiscal 2003. The increase in sales, general and administrative expenses and the
increase in such expenses as a percentage of revenue is primarily due to growth in commission payments to ISOs
resulting from the increased revenue in this sales channel. The ISO business generally produces lower margins
than the other direct business due to the ongoing commission payments to the ISOs. This commission model
differs from our other sales channels where the commissions are paid for a finite period. In addition, these
increases are attributed to ongoing investments made in our direct sales channels, business development costs,
and additional sales, general and administrative expenses inherited in connection with our recent acquisitions.

During the fourth quarter of fiscal 2003, we announced the closure and consolidation of three operating
facilities and their related functions into existing operating centers. We implemented the plan in April 2003 and
completed it in the fourth quarter of fiscal 2004. Our facility closure plan included the following:

* closing our Cleveland location which housed our merchant settlement function and consolidating it in
our Baltimore facility;

e relocating our terminal deployment and related services from our Winston-Salem facility to our
Baltimore and St. Louis facilities; and

* closing our Salt Lake City check operating facility and relocating to our primary check operating facility
in Niles, Ilinois.

In addition to these activities, in the fourth quarter of fiscal 2004, we incurred restructuring costs of $2.7
million associated with the termination and position elimination of an executive officer.

Total costs and expenses associated with these activities were approximately $10.9 million. One-time
employee termination benefits were approximately $8.4 million and the balance relates to contract termination
and other related facility closure costs and expenses. In the fiscal years 2004 and 2003, we recognized net
restructuring charges of $9.6 million and $1.3 million, respectively. See Note 10 in the “Notes to Consolidated
Financial Statements” for additional information.

Operating income

Operating income increased $19.6 million or 21% to $112.9 million for fiscal 2004 compared to $93.3
million in the prior fiscal year. This resulted in an operating margin of 17.9% for fiscal 2004 compared to 18.1%
for fiscal 2003. This increase in operating income and related margin decrease includes restructuring charges of
$9.6 million or 1.5% of revenue and $1.3 million or 0.2% of revenue in fiscal 2004 and fiscal 2003, respectively.
The changes in operating income and operating margins are primarily due to the revenue growth factors and
benefits from acquisition integration and other cost factors described further above. These improvements are
partially offset by the impact of restructuring charges. We anticipate an operating income margin of 19.5% to
19.8% for fiscal 2005.

Other income/expense

Other income/expense increased as a net expense by $5.1 million to $13.2 million for fiscal 2004 compared
to $8.1 million in the prior fiscal year. This increase is primarily due to increases in the minority interest expense
of $4.0 million resulting from the minority interest in earnings of MUZO (of which we owned 52.6% from the
acquisition date until May 14, 2004) and increases in earnings from our existing alliance with Comerica Bank in
fiscal 2004 compared to fiscal 2003.

The increase in interest expense is due to additional borrowing in the second half of fiscal 2004 used to
finance our acquisitions. The increases in other expenses were partiaily offset by a gain of approximately $0.6
million from the sale of stock in an unrelated public company included in interest and other income. Global
Payments initially received these shares in partial consideration for the sale of a business in June 2000. Excluding
the impact of the non-recurring gain from the stock sale, for fiscal 2005, we anticipate the net of our other
income and expense to be approximately the same rate as fiscal 2004.
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Net income

Net income increased $9.1 million or 17% to $62.4 million in fiscal 2004 from $53.3 million in the prior
year, resulting in a $0.19 increase in diluted earnings per share to $1.60 in fiscal 2004 from $1.41 in the prior
fiscal year. This increase in net income and diluted earnings per share includes restructuring charges of $6.0
million, net of tax, or $0.16 diluted earnings per share and $0.8 million, net of tax, or $0.02 diluted earnings per
share, in fiscal 2004 and fiscal 2003, respectively. For fiscal 2005, we anticipate lowering our effective tax rate to
37.0% from 37.4% in the prior year, due to tax planning initiatives and the impact of lower income tax rates in
the Czech Republic. We expect diluted earnings per share to be $1.96 to $2.05 for fiscal 2003.

Fiscal Year Ended May 31, 2003 Compared to Fiscal Year Ended May 31, 2002

In fiscal 2003, revenue increased $53.3 million or 12% to $516.1 million from $462.8 million in fiscal 2002.
Revenue growth was primarily driven by the growth in our direct merchant service offering in the United States
and Canada. Excluding the impact of the National Bank portfolio acquisition that annualized in October 2002,
and a stronger Canadian dollar relative to the prior year, our full year revenue growth was approximately 8%.
Domestically, our direct card transactions growth ranged in the mid-teens which compared favorably to market
trends of 12% ifor credit and debit card growth per The Nilson Report dated March 2003. We believe our
transaction growth rates compared to the market trends, demonstrated that we continued to gain market share in
both our domestic direct and ISO sales channels. Our domestic average dollar value of transaction and net
revenue per transaction remained stable for the year, which we believe was a result of our diversified mid-market
segmentation. The number of Canadian transactions continued to grow in the mid to high single digits. In
addition, our Canadian average dollar value of transaction and net revenue per transaction held relatively
constant as we continued to further penetrate the Canadian market and by cross-selling between our VISA and
MasterCard portfolios. Historically, the transaction growth in Canada was slower than our domestic transaction
growth due to the maturity of the Canadian market. However, the revenue impact of slower Canada transaction
growth in fiscal 2003 was slightly offset by the change in foreign exchange rates.

Our direct merchant service revenue growth was partially offset by expected declines in the mid-teens of our
indirect and money transfer businesses. The decline in revenue from indirect merchant services was primarily a
result of the consolidating financial institution market. Revenue from the money transfer business declined 10%
to $12.3 million in fiscal 2003, compared to $13.7 million in fiscal 2002, partially due to the consolidation of our
Operations in the United Kingdom and discontinuance of new business development activities through our
Operations in the United Kingdom, previously announced during our fiscal 2002 fourth quarter. We also
eliminated non-recurring product revenue from our money transfer business.

Cost of service increased $8.2 million or 3% from $252.1 million in fiscal 2002 to $260.3 million in fiscal
2003. As a percentage of revenue, cost of service decreased to 50% in fiscal 2003 from 54% in fiscal 2002. This
decrease in cost of service as a percentage of revenue was primarily due to the integration of our recent
acquisitions and the implementation of cost reduction initiatives, including facility consolidations.

The increase in cost of service expenses for fiscal 2003 from the prior year’s comparable period was
primarily due to variable direct costs associated with the revenue increase, an increase in our provision for
operating losses and non-recurring conversion costs, such as duplicate labor, relating to the National Bank back-
end conversion, completed in early October 2002. The increase in provision for operating losses in fiscal 2003
was a result of the increase in credit and debit card volumes processed and losses associated with merchant fraud.

Sales, general and administrative expenses increased $33.0 million or 26% to $161.3 million in fiscal 2003
from $128.3 million in the prior year’s comparable period. As a percentage of revenue, these expenses increased
to 31% for fiscal 2003, compared to 28% for fiscal 2002.

The increase in sales, general and administrative expenses in fiscal 2003, compared to the prior year
comparable period was due to growth in commission payments to ISOs and the higher level of sales
infrastructure and related costs to grow revenue. The increase in sales, general and administrative expenses as a
percentage of revenue was due to the increase in ISO related commission payments. The ISO business generally
produced lower margins than the other direct business due to the ongoing commission payments to the ISOs.
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In the fourth quarter fiscal 2003, we initiated the closure and consolidation of three operating facilities and
their related functions into existing operating centers. The fourth quarter and full year fiscal 2003 results included
a net restructuring charge of $1.3 million related to the consolidation plan.

During fiscal 2002, we incurred restructuring and other charges of $11.0 million. During the fourth quarter
of fiscal 2002, we completed plans for the closing of four locations including associated management and staff
reductions, Of the $11.0 million in charges, $1.5 million related to facility closing costs; $6.7 million related to
severance and related costs; and $2.8 million related to other costs. See Note 10 in the “Notes to Consolidated
Financial Statements” appearing elsewhere in this report for more details on the restructuring and other charges
incurred in both fiscal years.

Operating income was $93.3 million for fiscal 2003, compared to $71.4 million in the prior year’s
comparable period. This resulted in an increase in operating margin from 15.4% for fiscal 2002 to 18.1% for
fiscal 2003. This operating income and related operating margin reflects restructuring and other charges of $1.3
million and $11.0 million in fiscal 2003 and 2002, respectively. The changes in operating income and operating
margins were due to the revenue and cost factors described above. The fixed cost nature of the business resulted
in higher income in fiscal 2003 than in fiscal 2002.

In fiscal 2002, we recorded a charge of $16.0 million, net of tax, for the cumulative effect of a change in
accounting principle related to an indefinite life intangible asset, a trademark, with a carrying value of $24.6
million at June 1, 2001. The trademark was acquired on April 1, 1996 with the purchase of 92.5% ownership
interest in MasterCard International’s Merchant Automated Point-of-Sale Program, or MAPP. The value of the
trademark related to the use of the MAPP name and logo. In connection with the spin-off from NDC, we
launched a rebranding effort under the Global Payments Inc. name and logo. In addition, effective June 1, 2001,
we purchased MasterCard’s remaining minority interest, ending all existing marketing alliances with
MasterCard, and conducted a study related to the future use of the trademark. In fiscal 2002, we completed an
appraisal with an independent valuation firm of the fair value of the trademark as of June 1, 2001, the
implementation date of SFAS No. 142. Based on the lack of continuing use of the MAPP trademark as of June 1,
2001, the fair value of the trademark was determined to be zero. In accordance with SFAS No. 142, the $24.6
million ($16.0 million, net of tax, or $0.42 diluted earnings per share) was written off as of June 1, 2001 and
recorded as a cumulative effect of a change in accounting principle.

Net income increased $29.5 million or 124% to $53.3 million in fiscal 2003 from $23.8 million in the é)rior
year’s comparable period, resulting in a $0.78 increase in diluted earnings per share to $1.41 from $0.63. This net
income and diluted earnings per share reflected restructuring and other charges, net of tax, of $0.8 million or
$0.02 diluted earnings per share and $6.8 million or $0.18 diluted earnings per share in fiscal 2003 and 2002,
respectively. Also, net income for fiscal 2003 was comparable to income before cumulative effect of a change in
accounting principle in fiscal 2002, since there were no changes in accounting principle recorded in fiscal 2003.
Our effective tax rate was 37.4% in fiscal 2003 as compared to 38.2% in fiscal 2002, as a result of the impact of
our acquisitions and tax planning initiatives.

Liquidity and Capital Resources

Cash flow generated from operations provides us with a significant source of liquidity to meet our needs. At
May 31, 2004, we had cash and cash equivalents totaling $34.5 million.

Net cash provided by operating activities increased $63.0 million to $92.2 million in fiscal 2004 from $29.2
million in fiscal 2003. The increase in cash flow from operations was due to the increase in net income and the
timing of net settlement processing receivable and accounts payable and accrued liabilities. The increase in the
net settlement processing receivable is due to timing, and higher processing volume in our direct merchant
services offering and the impact of providing a majority of our Canadian VISA merchants with same-day value,
which is standard practice in Canada. See discussion under “Credit Facilities” for further details on same-day
value. These increases were partially offset by the change in prepaid expenses resulting from our prepayment to a
major vendor in exchange for a discount.
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Net cash used in investing activities increased $127.7 million to $146.8 million in fiscal 2004 from $19.1
million in fiscal 2003 due to the increase in business acquisition activities. On November 12, 2003, we completed
our DolEx acquisition at a purchase price of approximately $190.4 million, through a combination of $59.7
million in cash, net of acquired cash of $8.7 million, the issuance of $114.2 million in promissory notes payable
to the sellers, and the issuance of approximately 232,000 shares of our common stock with an approximate fair
value of $7.8 miillion based on the closing price of Global Payments Inc. common stock on the date the
acquisition closed. On December 1, 2003, we repaid the notes in full using our U.S. credit facility. On
February 18, 2004, we completed our acquisition of 52.6% of MUZQO’s outstanding shares at a purchase price of
approximately $34.7 million in cash, net of cash acquired of $1.0 million. We completed a public tender offer on
May 14, 2004 for the remaining shares of MUZO. The public tender offer resulted in Global Payments obtaining
46,576 additional shares of MUZO for the equivalent of $28.8 million in cash, bringing our ownership to 98.3%
of the outstanding voting shares of MUZQ. The amounts necessary to acquire our interest in MUZQO was
financed using our U.S. credit facility.

Capital expenditures increased $6.7 million from $17.9 million in fiscal 2003 to $24.6 million in fiscal 2004
due to investments in software, infrastructure and Canadian merchant terminals. In fiscal 2005, we expect
approximately $25 to $35 million in total capital spending primarily to invest in ongoing capital for our recent
acquired businesses, as well as systems development and hardware relating to our next generation front-end
processing system, which we anticipate will be completed over the next two years.

Net cash provided by financing activities increased $47.8 million to $50.1 million in 2004 from $2.3 million
in fiscal 2003. This increase was primarily due to our borrowings on our U.S. credit facility to fund our recent
acquisitions, net of the payoff of the $114.2 million in notes payable to the sellers of DolEx. The increase in
financing activities was also due to our net borrowings on our Canadian line of credit which is restricted for
merchant funding. This reflects the net borrowings required to provide Canadian VISA merchants with same-day
value. These borrowings increased primarily due to increased consumer credit card spending and the impact of
transferring approximately $40 million from our Canadian to our U.S. cash accounts to minimize our borrowings
on our U.S. lines of credit in fiscal 2004. This cross-border cash transfer reduced the amount of our cash which
we utilized in the Canadian settlement processing cycle and increased our borrowings on the CIBC credit facility.
As of May 31, 2003, we repaid our outstanding balance on our U.S. credit facility of $22 million.

We believe that our current level of cash and borrowing capacity under our committed lines of credit
described below, together with future cash flows from operations, are sufficient to meet the needs of our existing
operations and planned requirements for the foreseeable future. As of May 31, 2004, we do not have any material
capital commitments, other than commitments under capital and operating leases or planned expansions—see
“Commitments and Contractual Obligations” below for more details.

We regularly evaluate cash requirements for current operations, commitments, development activities and
acquisitions and' we may elect to raise additional funds for these purposes in the future, either through the
issuance of debt, equity or otherwise. Our cash flow strategy has remained unchanged and is to first pay off debt,
second, to continue to make capital investments in our business and third, to pursue acquisitions that meet our
growth strategies.

Credit Facilities

On November 25, 2003, we entered into a three-year, $350 million revolving credit facility agreement with
a syndicate of U.S. banks. The credit agreement contains certain financial and non-financial covenants and events
of default customary for financings of this nature. The facility expires in November 2006 and has a variable
interest rate based on a market short-term floating rate plus a margin that varies according to our leverage
position.

In addition, the facility allows us to expand the facility size to $500 million by requesting additional
commitments from existing or new lenders. We plan to use the credit facility to fund future strategic acquisitions

and to provide a source of working capital for general corporate purposes. This agreement replaces our prior
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credit facilities with U.S. banks, which had an aggregate capacity of $150 million. As of May 31, 2004, we had
$122 million outstanding on our U.S. credit facilities. Unless we have additional acquisitions or other capital

needs, we intend to pay off this amount in fiscal year 2005. No amounts were outstanding on our U.S. credit
facilities as of May 31, 2003.

We also have a credit facility from CIBC that provides a line of credit up to $175 million (Canadian),
approximately $128 million (U.S.) based on exchange rates existing on May 31, 2004, with an additional
overdraft facility available to cover larger advances during periods of peak usage of credit cards. This line has a
variable interest rate based on market rates and it contains certain financial and non-financial covenants and
events of default customary for financings of this nature. This credit facility is secured by a first priority security
interest in our accounts receivable from VISA Canada/International, and has been guaranteed by certain of our
subsidiaries. This guarantee is subordinate to our U.S. credit facility. The credit facility was originally scheduled
to expire on December 9, 2003, but the expiration date has been extended until October 31, 2004. We are
currently negotiating the syndication of this facility among CIBC and a group of U.S. lenders and expect to
receive future periodic extensions (if necessary) until we complete the syndication.

The third amendment of the CIBC credit facility, executed in December 2002, provides for the incurrence of
interest costs in connection with offering merchants “same day value” for their deposits. Same day value, which
has been an accepted industry practice in Canada for several years, is the practice of giving merchants same day
value for their sales transactions, even though their deposits are made at a later date. Essentially, merchants’
deposits are backdated to the date of the applicable sales transaction. In order to continue offering “same day
value” to our merchants in Canada after the execution of the third amendment to the CIBC credit facility, we
have been required to draw on our CIBC credit facility to pay merchants in advance of the date we receive the
corresponding funds from VISA Canada/International resulting in a net merchant processing receivable. In
contrast, under the terms of the CIBC credit facility prior to the execution of the third amendment, CIBC credited
the merchants’ deposit accounts for their sales transactions on the day of the transaction and we reimbursed
CIBC when we received the corresponding funds from VISA Canada/International without incurring a short term
loan. At May 31, 2004 and 2003, there was $113.2 million and $46.3 million (Canadian), or approximately $83.1
million and $33.9 million (U.S.), respectively, outstanding on this credit facility, based on then existing exchange
rates. The amount borrowed is restricted in use to pay merchants and is generally received from VISA
Canada/International on the following day.

Airlines

We currently process card transactions for Air Canada, the single largest airline in Canada, which according
to its Annual Information Form, filed with the Canadian Securities Administrator and dated May 19, 2004, held
approximately 52% of the Canadian domestic market share and approximately 43% of the Canadian transborder
market share during the first calendar quarter of 2004. On April 1, 2003, Air Canada filed for and obtained
protection from the court under the Companies’ Creditors Arrangement Act, which generally allows a company
to reorganize while it continues normal operations with the assistance of a court-appointed Monitor. 1t is our
understanding that the court order provides for a general stay that precludes its creditors and others from taking
any action against Air Canada. The purpose of the stay is to provide Air Canada with relief designed to stabilize
operations and business relationships with customers, vendors, employees and creditors. The court order also
provides that Air Canada shall honor all airline tickets in the usual and ordinary course of business.

In the event that Air Canada’s restructuring is not successful and it is liquidated, there will likely be limited
assets available from which to pay creditor claims. If the restructuring is not successful and any of Air Canada’s
liability for deferred ticket sales is unfunded and such charges are properly reversed by VISA and MasterCard
cardholders, the Company may be liable for such reversed charges under the chargeback rules of these card
associations. The Company maintains a reserve for such reversed charges, as described under Reserve for
operating losses in Note 1 in the Notes to Unaudited Consolidated Financial Statements, but has not made any
specific adjustment to that allowance as a result of the Air Canada situation. According to the Twenty-Sixth
Report of the Monitor dated May 20, 2004, deferred ticket revenues for Air Canada as of March 31, 2004,
representing advance ticket sales collected, were approximately $557.2 million (Canadian), or $426.2 million
(U.S.), based on then existing exchange rates.
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As a result of our exposure, we filed a motion for court ordered protection for our chargeback liability
exposure. The supervising judge dismissed our application on the basis that the Companies’ Creditors
Arrangement Act does not provide protection to credit card processors for this risk. We appealed the decision to
the Court of Appeal (Ontario). The Court of Appeal upheld the supervising judge’s decision. As a consequence
of the dismissal of our motion and appeal, we are compelled by court order to continue to provide VISA card
processing and MasterCard card processing in accordance with the ordinary course of the processing relationship
as it existed immediately prior to Air Canada’s filing under the Companies’ Creditors Arrangement Act or
CCAA. However, effective June 1, 2003, we were permitted to collect our fee revenue daily (also known as daily
discount) or as we process card transactions. This has significantly mitigated our exposure to potential losses
from unpaid fees.

The VISA merchant processing agreement expires on April 30, 2005 and the MasterCard merchant
processing agreement expired on or about January 1, 1997. We intend to terminate the VISA processing
relationship as soon as the VISA merchant processing agreement expires, and the MasterCard processing
relationship at our earliest opportunity following Air Canada’s emergence from its proceedings under the CCAA.
At this time, it is not clear when we will be able to terminate such processing relationships. Our revenue from the
Air Canada relationship represents less than 1% of our consolidated revenue.

In connection with the acquisition of the merchant acquiring business of CIBC in March 2001, CIBC agreed
to reimburse Global Payments for certain chargeback and credit loss exposure, and on March 20, 2004, this
reimbursement obligation expired. According to a March 2003 affidavit of an Air Canada officer, 80% of Air
Canada customers elect to pay using credit cards and, of those credit card users, 29.3% use VISA cards and 8.4%
use MasterCard cards. As a result of the expiration of CIBC’s reimbursement obligation, the Company estimates
that its maximum potential chargeback liability exposure relative to Air Canada as of March 31, 2004 was
$168-$178 million (Canadian), or $128-$138 million (U.S.), based on exchange rates in existence on March 31,
2004. This estimate is based on the information contained in the Air Canada affidavit and the information
contained in the Twenty-Sixth Report of the Monitor. We believe that maximum potential chargeback liability
exposure as of May 31, 2004 is not materially different than the exposure as of March 31, 2004, which is the
latest date for publicly available information necessary to determine our exposure.

We are continuing to closely monitor Air Canada’s restructuring. Based on information currently available
to us, which primarily consists of publicly available information, we believe a material loss is unlikely as long as
Air Canada continues to honor all airline tickets in the ordinary course of business and any losses from this
relationship are not factored into our expectations and guidance for fiscal year 2005.

Commitments and Contractual Obligations

The following table summarizes our contractual obligations and commitments as of May 31, 2004:

Contractual Obligation Payments Due by Period
Less than More than
Total 1 Year 1-3Years 4-5 Years 5 Years
(in thousands)
Lineofcredit ............ ... .o $122,000 $122,000 — — —
Line of credit with related party .................... 83,109 83,109 — — —
Notes payable @ (Note 8) ...............cconn.n.. 10,886 3,409 3,921 3,150 406
Capital lease obligations 1 (Note 12) ............... 3,251 1,190 2,061 — —
Operating leases Note 12) .......... ... .. ... ...... 68,700 13,001 23936 16,751 15,012
Purchase obligations . ........ ... .. .. ... .. .. ... 3,598 1,700 538 680 680

$291,544 $224,409 $30,456 $20,581 $16,098

Note: This table excludes other obligations that we may have, such as employee benefit plan obligations, and
other current and long-term liabilities reflected in our consolidated balance sheets.

@ These obligations exclude interest owed on fixed rate debt totaling $2.2 million in the aggregate.
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We believe that funds from operations and borrowing programs will provide adequate sources of liquidity
and capital resources to meet our expected long-term needs for the operation of our business and the satisfaction
of these obligations and commitments.

Application of Critical Accounting Policies

In applying the accounting policies that we use to prepare our consolidated financial statements, we
necessarily make accounting estimates that affect our reported amounts of assets, liabilities, revenues and
expenses. Some of these accounting estimates require us to make assumptions about matters that are highly
uncertain at the time we make the accounting estimates. We base these assumptions and the resulting estimates
on historical information and other factors that we believe to be reasonable under the circumstances, and we
evaluate these assumptions and estimates on an ongoing basis, however, in many instances we reasonably could
have used different accounting estimates, and in other instances changes in our accounting estimates are
reasonably likely to occur from period to period, with the result in each case being a material change in the
financial statement presentation of our financial condition or results of operations. We refer to accounting
estimates of this type as “critical accounting estimates”. Among those critical accountings estimates that we
believe are most important to an understanding of our consolidated financial statements are those that we discuss
below.

Accounting estimates necessarily require subjective determinations about future events and conditions.
Therefore, the following descriptions of critical accounting estimates are forward-looking statements, and actual
results could differ materially from the resulis anticipated by these forward-looking statements. You should read
the following in conjunction with Note 1 of our Notes to Consolidated Financial Statements and “Risk Factors”
contained in Exhibit 99.1 to this annual report.

Reserve for operating losses—We process credit card transactions for direct merchants and recognize
revenue based on a percentage of the gross amount charged. Our direct merchant customers have the liability for
any charges properly reversed by the cardholder. In the event, however, that we are not able to collect such
amount from the merchants, due to merchant fraud, insolvency, bankruptcy or any other reason, we may be liable
for any such reversed charges. We require cash deposits, guarantees, letters of credit and other types of collateral
by certain merchants to minimize any such contingent liability, and we also utilize a number of systems and
procedures to manage merchant risk. We have, however, historically experienced losses due to merchant
defaults.

During fiscal 2003, we adopted Financial Accounting Standards Board Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others” referred to as FIN 45. We believe our potential liability for the full amount of the charge is a guarantee
under FIN 45. Our liability is represented by an allowance for operational losses that is based primarily on
historical experience and other relevant factors. The adoption of FIN 45 did not have a material impact on the
allowance, partially due to the risk management procedures described in the preceding paragraphs, as the
carrying value approximates fair value. Economic downturns or increases in merchant frand may result in
significant increases in credit related issues. As of May 31, 2004 and 2003, $6.5 million and $5.4 million,
respectively, has been reserved for losses associated with merchant card processing and is included as a
component of the settlement processing receivable, net. The expense associated with the valuation allowance is
included in cost of service in the accompanying consolidated statements of income. Expenses of $12.5 million,
$15.6 million and $9.8 million were recorded for fiscal 2004, 2003 and 2002, respectively, for these losses.

The reserve for operating losses is comprised of known losses and a historical analysis based on a
percentage of credit card sales volumes processed. This estimation process has been materially accurate and
reflects the approximate fair value of the obligation under FIN 45. Due to the nature of our business and the level
of exposure varying upon the type of merchant, we are unable to reasonably estimate the maximum exposure we
would be liable for.

We also have a check guarantee business. Similar to the credit card business, we charge our merchants a
percentage of the gross amount of the check and guarantee payment of the check to the merchant in the event the
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check is not honored by the checkwriter’s bank. We have the right to collect the full amount of the check from
the checkwriter but have not historically recovered 100% of the guaranteed checks. Our check guarantee reserve
is based on historical and projected loss experiences. As of May 31, 2004 and 2003, we had a check guarantee
reserve of $4.3 million and $3.2 million, respectively, which is included in claims receivable, net, in the
accompanying consolidated balance sheets. Expenses of $12.0 million, $10.4 million and $12.4 million were
recorded for fiscal 2004, 2003 and 2002, respectively, for these losses and are included in cost of service in the
accompanying consolidated statements of income. The estimated check returns and recovery amounts are subject
to the risk that actual amounts returned and recovered in the future may differ significantly from estimates used
in calculating the valuation allowance. In addition, we defer the revenue representing the fair value of the
guarantee, until the guarantee is satisfied. The adoption of FIN 45 had no impact on our financial position or
results of operations.

Goodwill and long-lived asset valuations—Goodwill and certain other intangible assets are accounted for in
accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”. We regularly evaluate whether events
and circumstances have occurred that indicate the carrying amounts of goodwill, property and equipment, and
other intangible assets may warrant revision or may not be recoverable. Goodwill is evaluated for impairment by
applying a fair value based test. When factors indicate that these long-lived assets should be evaluated for
possible impairment, we assess the recoverability by determining whether the carrying value of such long-lived
assets will be recovered through the future undiscounted cash flows expected from use of the asset and its
eventual disposition. In our opinion, the long-lived assets, including goodwill, property and equipment, and other
intangible assets are appropriately valued at May 31, 2004 and May 31, 2003.

ITEM 7A—QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Based on analyses completed and described below, we do not believe that we are exposed to material
market risk from changes in interest rates and/or foreign currency rates.

Interest Rate Risk

We are exposed to market risk from changes in interest rates from our liabilities (debt). This includes two
notes payable issued by MUZO that were acquired. One bears interest at a fixed rate and the second bears interest
at a three month floating PRIBOR (Prague InterBank Offered Rate) rate plus 2.55%. We also have a credit
facility with CIBC for up to $175 million to cover the prefunding of Canadian merchants. Our credit facility with
CIBC carries an interest rate primarily based on the CIBC offered rate plus 40 basis points. The CIBC offered
rate is a rate determined at the sole discretion of CIBC that they are able to obtain short-term deposits of
Canadian dollars in the New York interbank eurocurrency market. Our $350 million U.S. revolving line of credit
has a variable interest rate based on the London Interbank Offered Rates, or LIBOR. Accordingly, we are
exposed to the impact of interest rate fluctuations.

We have performed an interest rate sensitivity analysis over the near term with a 10% change in interest
rates. A 10% proportionate increase in interest rates would have resulted in a decrease in net income of $0.1
million in fiscal 2004 and an immaterial impact on net income in fiscal 2003.

Foreign Currency Risk

We generate a percentage of our net income from foreign operations and, as a result, we are vulnerable to
fluctuations in the Canadian dollar, Czech Koruna, Mexican peso and British pound against the United States
dollar. We have performed a foreign exchange sensitivity analysis over the near term, using a 10% change in
foreign exchange rates. A 10% appreciation or depreciation in exchange rate of the British pound, Czech Koruna,
Mexican peso and the Canadian dollar would result in net increase or decrease of $3.4 million in net income.
This analysis does not take into effect the change in revenue that may result from such a change in exchange rate.

DolEx provides money transfer services between the U.S. and Latin America. Foreign exchange risk is
monitored through the business model and an aggressive risk management process. DolEx transactions are
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received in U.S. dollars, which require the Latin American settlement houses to obtain the foreign currency for
distribution to recipients. DolEx has limited foreign exchange exposure because a majority of the transactions are
settled shortly after they are initiated. Since a majority of these transactions are in different currencies, DolEx
generates revenue on the foreign currency spread between the wholesale rate DolEx pays for the currency and the
retail rate charged to consumers. We believe our risk management processes coupled with the short timeframe to
settle the transactions after they are initiated, mitigates any risk due to foreign currency fluctuations in the money
transfer offering. DolEx can also quickly engage in foreign currency purchases, as necessary, to cover its
payables.

Derivative Financial Instruments

Historically, we have not entered into derivative financial instruments to mitigate interest rate fluctuation
risk or foreign currency exchange rate risk, as it has not been cost effective. We may use derivative financial
instruments in the future if we deem it useful in mitigating our exposure to interest rate or foreign currency
exchange rate fluctuations.
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ITEM 8—FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Global Payments Inc.:

We have audited the accompanying consolidated balance sheets of Global Payments Inc. (a Georgia
corporation) and subsidiaries (“the Company”) as of May 31, 2004 and 2003, and the related consolidated
statements of income, changes in shareholders’ equity, and cash flows for each of the three years in the period
ended May 31, 2004. Our audits also included the financial statement schedule listed in the Index at Item 15.
These financial statements and financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Global Payments Inc. and subsidiaries as of May 31, 2004 and 2003, and the results of
their operations:and their cash flows for the years then ended, in conformity with accounting principles generally
accepted in the United States of America. Also in our opinion, the financial statement schedule, when considered
in relation to the basic consolidated financial statements taken as whole, presents fairly, in all material respects,
the information set forth therein.

As discussed in Note 1 to the Notes to Consolidated Financial Statements, in 2002 the Company changed its
method of accounting for goodwill and other intangible assets to conform to Statement of Financial Accounting
Standard No. 142 and recorded a cumulative effect of a change in accounting principle on June 1, 2001. Also as
discussed in Note 10 to the Notes to Consolidated Financial Statements, in 2003 the Company changed its
method of accounting for costs associated with exit or disposal activities to conform to Statement of Financial
Accounting Standards No. 146.

/s/  DELOITTE & TOUCHE LLP

Atlanta, Georgia
July 22, 2004
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CONSOLIDATED STATEMENTS OF INCOME

GLOBAL PAYMENTS INC.

(In thousands, except per share data)

Revenues ... . e

Operating expenses:

Cost OF SETVICE . ..ottt
Sales, general and administrative . ............ .. .. ... . ... ... ...,
Restructuring andother . ...... ... ... .. .. i

Operating iNnCoOME .. ... ... ..ottt

Other income (expense):

Interest and otherincome . .......... ... ... . i i
Interest and otherexpense ........... .. .. ... .. .. ..
Minority interest in €arnings . ..............eniiiii .

Income before income taxes and cumulative effect of a change in

accounting principle ... ... ... L
Provision forincome taxes . ...t

Income before cumulative effect of a change in accounting principle ......

Cumulative effect of a change in accounting principle,

net of $8,614 income tax benefit ... ....... ... ... . ... .. ...

NEtINCOMIE .« oottt i et e e et e e e e e e

Basic earnings per share:

Income before cumulative effect of a change in accounting principle . ..
Cumulative effect of a change in accounting principle ..............

NetinCOme . ..o e

Diluted earnings per share:

Income before cumulative effect of a change in accounting principle . ..
Cumulative effect of a change in accounting principle ..............

NEtINCOME ..ottt e e e e e

Year Ended May 31,

2004 2003 2002
$629,320 $516,084 $462,826
289,353 260,290 252,126
217,418 161,272 128,289
9,648 1,257 10,993
516,419 422,819 391,408
112,901 93,265 71,418
2,358 1,183 1,600
(6,525) (4,296) (4,073)
(8,985) (5,008) (4,482)
(13,152) (8,121) (6,955)
99,749 85,144 64,463
37,306 31,844 24,624
62,443 53,300 39,839
— — (15,999)
$ 62443 $ 53300 $ 23,840
$ 166 § 144 $ 1.09
— — (0.44)
$ 166 $§ 144 $ 065
$§ 160 $ 141 $ 105
— — 0.42)
$ 160 $ 141 $ 063

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS
GLOBAL PAYMENTS INC.

(In thousands, except share data)

ASSETS
Current assets:
Cashandcashequivalents .......... ... .. .. i
Accounts receivable, net of allowance for doubtful accounts of $757 and $733 in
2004 and 2003, respectively . ... .. .. it
Claims receivable, net of allowance for losses of $4,277 and $3,193, in 2004 and
2003, reSPeCtiVELY . ..ot e
Settlement processing receivable, net ........... . L o i i i
IVEMIOTY ..ot e e
Deferred InCOmME taXeS . . ..o ittt it e e e e
Prepaid expenses and other CUITENt aSSEtS ... ..\ v v e in i

Total Current aSSELS . .. ..ottt

Property and equipment, Nt ... ... .ttt e
GoodWill ... e e e
Other intangible @SS .. .. ... .ttt e
OtheT .

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Lineof credit ... ...t e
Line of credit withrelated party . ...... ... .ot
Obligations under capital leases ........ ... ... . . i
Accounts payable and accrued liabilities ............. ... ... . ... . ...
Income taxes payable ......... .. ...

Total current Habilities . ... ..ottt i e e

Notes payable .. ... e
Obligations under capital leases, net of current portion ............................
Deferred income taxes ... ... ...
Other long-term liabilities .......... e e e

Total Habilities .. ..o e

Commitments and contingencies (See Note 12)
Minority interest in equity of subsidiaries ............ .. .. .. i o i
Shareholders’ equity:
Preferred stock, no par value; 5,000,000 shares authorized and none issued ........
Common stock, no par value; 200,000,000 shares authorized and 38,068,436 and

37,132,054 shares issued and outstanding at May 31, 2004 and 2003,

TESPECLIVELY . oo e e
Paid-incapital ... .... ... ..
Retained earnings . ... . ...ttt e
Deferred cCOmpensation . .. .. ...ttt e
Accumulated other comprehensive income .. ... ... .

Total shareholders’ equity .. ....... ... . i i

Total habilities and shareholders’ equity ................ ... .. .. .. ... ...

See Notes to Consolidated Financial Statements.
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May 31, May 31,
2004 2003

$ 34472 $ 38,010
47414 44,929

761 608
95,233 68,070
3,051 1,348
10,028 5,096
12,245 4,042

203,204 162,103

97,482 51,785
342,012 161,216
182,658 137,898

7,539 5132

$832,805 $518,134

$122,000 $ —
83,109 33,900
1,190 1,456
79,773 58,781

— 2,624
286,072 96,761
10,886 —

2,061 3,251
46,804 19,344
14,520 9,111

360,343 128,467

23,130 23,241

314,353 286,786

123,995 67,582
(3,484) (965)
14,558 13,023

449,422 366,426
$832,895 $518,134




CONSOLIDATED STATEMENTS OF CASH FLOWS

GLOBAL PAYMENTS INC.

(In thousands)

Year Ended May 31,

2004

2003

2002

Cash flows from operating activities:

NELIICOME .« o oot e e e e e e e e e e $

Adjustments to reconcile net income to net cash provided by operating
activities:
Effect of cumulative effect of a change in accounting principle,

62,443 $53,300 $ 23,840

LS — — 24,613
Restructuring and other charges ......... ... ... .. ... ... ... . 4,437 — 4,199
Depreciation and amortization . ..............c.oeiiinneinina. 22,404 20,516 18,432
Amortization of acquired intangibles ............ ... ... .. ... 13,136 11,545 11,139
Provision for operating losses and baddebts ...................... 7,119 12,149 7,515
Minority interest in €arnings . ... ..........coueeneninrneraunenn. 8,985 5,008 4,482
Deferred inCome taxes . . ... it et (1,737) 10,968 (6,620)
Other e 2,659 1,699 1,103

Changes in operating assets and liabilities, net of the effects of acquisitions:
Accounts receivable, net . ... ... 3,563 (1,337) (4,422)
Settlement processing, NEL . . .. ..o v ittt et (36,342) (89,348) 69,064
Inventory .. ... e (85) 1,263 605
Prepaid expenses and otherassets ............. ... ... ... ... ... (6,256) (584) 2,502
Accounts payable and accrued liabilities ............... ... ... ... 16,331 (2,382) 8,858
InCome taxes, MEL . . ... ...ttt it e (4,487) 6,380 (3,449)
Net cash provided by operating activities ..................... 92,170 29,177 161,861
Cash flows from investing activities:
Capital expenditures . ........ ... ... ... ... ...... e (24,564) (17,926) (22,390)
Other long term assets . . ...t — C— (5,000)
Business acquisitions, net of acquiredcash . .......... ... ... ... ... (122,276) (1,153) (60,154)
Net cash used in investing activities ............... ... ....... (146,840) (19,079) (87,544)
Cash flows from financing activities:
Net borrowings on (payments on) line of credit .................... 122,000  (22,000) (51,000)
Net borrowings on line of credit with related party ................. 49,209 33,900 —
Principal payments on notes payable issued in consideration of

ACQUISILION . . .ot e (114,229) — —
Principal payments under capital lease arrangements and other long-

term debt .. e (2,853)  (2,603) (3,279)
Stock issued under employees stock plans ........... ... ... ... .. 11,463 5,965 6,734
Dividends paid . .. ... .ot (6,030) (5,918) (5,857)
Distributions to minority interests . .........uui i, (9,447) (7,008) 6,431)

Net cash provided by (used in) financing activities ............. 50,113 2,336 (59,833)
Effect of exchange rate changesoncash . ......... ... .. ... .. ... ... 1,019 6,382 (1,393)
(Decrease) increase in cash and cash equivalents ....................... (3,538) 18,816 13,091
Cash and cash equivalents, beginning of year . ......................... 38,010 19,194 6,103
Cash and cash equivalents,endofyear .......... ... ... ... .. ... ... .. $ 34472 $38,010 §$ 19,194

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
GLOBAL PAYMENTS INC.

(In thousands, except per share data)
Accumulated Other

Comprehensive Income
Adjustments Minimum Total

Number of Paid-in Retained Deferred Currency Pension  Shareholders’
Shares Capital Earnings Compensation Translation Liability Equity
Balance at May 31,2001 ................. 36,477 $272,243 $ 2217  $(2,357)  $(1,081) $ — $271,022
Comprehensive income
Netincome ................... 23,840 23,840
Foreign currency translation
adjustment, net of tax of $861 . .. (1,393) (1,393)
Total comprehensive income . . ........ 22,447
Stock issued under employee stock
plans......... ... ... o . 310 6,883 (192) 6,691
Tax benefit from exercise of stock
OPUON . ..o 2,274 2,274
Final adjustment to spin-off dividend . .. (1,400) (1,400)
Dividends paid ($0.16 per share) ...... (5,857) (5,857)
Amortization 'of deferred
compensation . ................... 1,111 1,111
Balance at May 31,2002 ................. 36,787 280,000 20,200 (1,438) (2,474) — 296,288
Comprehensive income
Netincome ................... 53,300 53,300

Foreign currency translation

adjustment, net of tax of

$9533 ... 15,957 15,957
Minimum pension liability

adjustment, net of tax of

$Q275) o 460) (460)
Total comprehensive income . ......... 68,797
Stock issued under employee stock
plans ....... ... .l 345 5,777 (813) 4,964
Tax benefit from exercise of stock
OPHONS .. ..ot 1,009 1,009
Dividends paid ($0.16 per share) ...... (5,918) (5,918)
Amortization:of deferred
compensation .................... 1,286 1,286
Balance at May 31,2003 ................. 37,132 286,786 67,582 (965) 13,483 460) 366,426
Comprehensive income
Netincome ................... 62,443 62,443

Foreign currency translation

adjustment, net of tax of

$L112 oo 1,861 1,861
Minimum pension liability

adjustment, net of tax of

$C195) ... (326) (326)
Total comprehensive income .. ........ 63,978
Stock issued under employee stock

plans . ... ... o 936 14,916 (4,458) 10,458
Stock issued in consideration of

acquisition ............. ... . .... 7,845 7,845
Tax benefit from exercise of stock ‘

OPONS . ..ottt 4,806 4,806
Dividends paid ($0.16 per share) ...... (6,030) (6,030)
Amortization of deferred

compensation .................... . 1,939 1,939

Balance at May 31,2004 ................. 38,068 $314,353 $123,995 $(3,484) $15,344  3(786) $449,422

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business, Consolidation and Presentation—Global Payments Inc. (“Global Payments” or the “Company”) is
a high-volume payments processor of electronic transactions to merchants, multinational corporations, financial
institutions, consumers, government agencies and other profit and non-profit business enterprises to facilitate
payments to purchase goods and services or further other economic goals. The Company’s role is to serve as an
intermediary in the exchange of information and funds that must occur between parties so that a transaction can
be completed. Including the Company’s time as part of National Data Corporation, now known as NDCHealth,
or NDC, the Company has provided transaction processing services since 1967. The Company was incorporated
in Georgia as Global Payments Inc. in September 2000.

The consolidated financial statements include the accounts of the Company and its majority-owned
subsidiaries. These consolidated financial statements have been prepared on the historical cost basis in
accordance with accounting principles generally accepted in the United States, and present the Company’s
financial position, results of operations, and cash flows. Intercompany transactions have been eliminated in
consolidation. The prior year presentation of the line of credit with related party on the consolidated balance
sheet has been changed to conform to the current year presentation.

Use of estimates—The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make certain estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the financial statements, as well as the reported amounts of revenues and expenses during
the reported period. Actual results could differ from those estimates.

Revenue recognition—

Merchant Services Offering.

The Company’s merchant services offerings provide merchants and financial institutions with credit and
debit card transaction processing, check services and terminal management. Merchant services revenue is
primarily based on a percentage of transaction value or on a specified amount per transaction. This revenue is
recognized as such services are performed. Revenue for processing services provided directly to merchants is
recorded net of interchange fees charged by credit card associations.

Check guarantee services include the process of electronically verifying the check being presented to the
Company’s merchant customer through extensive databases. The Company generally guarantees the face value
of the verified and guaranteed check to the merchant customer. If a verified and guaranteed check is dishonored,
the Company reimburses the merchant for the check’s guaranteed value and pursues collection from the
delinquent checkwriter. The Company has the right to collect the full amount of the check from the checkwriter
but has historically recovered approximately 50% to 55% of the guaranteed, dishonored checks’ face value. The
Company establishes a claims receivable from the delinquent checkwriter for the full amount of the guaranteed
check and it establishes a valuation allowance for this activity based on historical and projected loss experience.
See Reserve for operating losses below.

Revenue for the check guarantee offering is primarily derived from a percentage of the face value of each
guaranteed check. The Company recognizes revenue upon satisfaction of its guarantee obligation to the merchant
customer either through the check being honored or, in the case of a dishonored check, the Company paying the
merchant. The check guarantee offering also earns revenue based on fees collected from delinquent checkwriters
which is recognized when collected, as collectibility is not reasonably assured until that point.

Check verification services are similar to the services provided in the check guarantee offering, except the
Company does not guarantee the verified checks. In addition, the Company provides collection services to the
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NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS—(Continued)

merchant in the event that a check is dishonored. Revenue for this offering is primarily derived from fees
collected from delinquent checkwriters and is recognized when collected, as collectibility is not reasonably
assured until that point. This offering also earns revenue based on a fixed amount each merchant pays for each
check that is verified. This revenue is recognized when earned, which occurs when the transaction is processed.

Terminal management products and services consist of electronic transaction payment processing terminal
sales and rentals, terminal set-up, telephone training and technical support. Revenue associated with the terminal
sale is considered a multiple element transaction which includes set-up and telephone training. However,
terminal sale revenue is considered a single unit of accounting and is recognized when the set-up and telephone
training is completed, and the merchant customer can begin processing transactions. Terminal rental revenues are
recognized on a straight-line basis over the operating lease term. Revenue associated with technical support is
considered a single unit of accounting and is recognized based on either a maintenance agreement, which is
recognized on a straight-line basis over the maintenance contract term, or based on time and materials when the
support is completed.

Money Transfer Offering.

Consumer-to-consumer money transfer revenue is earned on fees charged to customers based on the nature
and amount of the transaction performed on the customers’ behalf and is recognized at the time of sale. The
Company also earns consumer-to-consumer money transfer revenue on the difference between the retail
exchange rate quoted at the time when the money transfer transaction is requested and the wholesale exchange
rate at the time when the currency is purchased. This revenue is recognized when the money transfer transaction
is processed through the settlement system and the funds are available to the beneficiary.

Cash and cash equivalents—Cash and cash equivalents include cash on hand and all liquid investments with
an initial maturity of three months or less when purchased.

Inventory—Inventory, which includes computer hardware and peripheral equipment, and electronic point of
sale terminals, is stated at the lower of cost or market. Cost is determined by using the average cost method.

Settlement processing receivable, net—The settlement processing receivable results from timing differences
in the Company’s settlement process for direct merchants. These timing differences are primarily due to the
fluctuations in volume, the timing of credit and debit card sales volume funded to merchants and the settlement
received from the card associations and debit networks. This balance includes cash deposits from merchant
customers held as collateral to minimize contingent liabilities associated with charges properly reversed by a
cardholder. See Reserve for operating losses below. As of May 31, 2004 and 2003, the Company had cash
deposits of $65.9 million and $63.5 million, respectively. This balance also reflects amounts payable to
beneficiaries through the Company’s money transfer offering that have not been claimed at a settlement location
as of the balance sheet date.

Reserve for operating losses—The Company processes credit card transactions for direct merchants and
recognizes revenue based on a percentage of the gross amount charged. The Company’s merchant customers
have the liability for any charges properly reversed by the cardholder. In the event, however, that the Company is
not able to collect such amount from the merchants, due to merchant fraud, insolvency, bankruptcy or any other
reason, the Company may be liable for any such reversed charges. The Company requires cash deposits,
guarantees, letters of credit and other types of collateral by certain merchants to minimize any such contingent
liability. The Company also utilizes a number of systems and procedures to manage merchant risk. The Company
has, however, historically experienced losses due to merchant defaults.

During fiscal 2003, the Company adopted Financial Accounting Standards Board Interpretation No. 45,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
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NOTES TO CONSOLIDATED
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Indebtedness of Others” referred to as FIN 45. The Company believes that its potential liability for the full
amount of the charge is a guarantee under FIN 45. The Company’s liability is represented by an allowance for
operational losses that is based primarily on historical experience and other relevant factors. The adoption of FIN
45 did not have a material impact on the allowance, partially due to the risk management procedures described in
the preceding paragraphs, as the carrying value approximates fair value. Economic downturns or increases in
merchant fraud may result in significant increases in credit related issues. As of May 31, 2004 and 2003, $6.5
million and $5.4 million, respectively, has been reserved for losses associated with merchant card processing and
is included as a component of the settlement processing receivable, net. The expense associated with the
valuation allowance is included in cost of service in the accompanying consolidated statements of income.
Expenses of $12.5 million, $15.6 million and $9.8 million were recorded for fiscal 2004, 2003 and 2002,
respectively, for these losses.

The reserve for operating losses is comprised of known losses and a historical analysis based on a
percentage of credit card sales volumes processed. This estimation process has been materially accurate and
reflects the approximate fair value of the obligation under FIN 45. Due to the nature of the Company’s business
and the level of exposure varying upon the type of merchant, the Company is unable to reasonably estimate the
maximum exposure the Company would be liable for.

The Company also has a check guarantee business. Similar to the credit card business, the Company charges
its merchants a percentage of the gross amount of the check and guarantees payment of the check to the merchant
in the event the check is not honored by the checkwriter’s bank. The Company has the right to collect the full
amount of the check from the checkwriter but has not historically recovered 100% of the guaranteed checks. The
Company’s check guarantee reserve is based on historical and projected loss experiences. As of May 31, 2004
and 2003, the Company had a check guarantee reserve of $4.3 million and $3.2 million, respectively, which is
included in claims receivable, net in the accompanying consolidated balance sheets. Expenses of $12.0 million,
$10.4 million and $12.4 million were recorded for fiscal 2004, 2003 and 2002, respectively, for these losses and
are included in cost of service in the accompanying consolidated statements of income. The estimated check
returns and recovery amounts are subject to the risk that actual amounts returned and recovered in the future may
differ significantly from estimates used in calculating the valuation allowance. In addition, the Company defers
the revenue representing the fair value of the guarantee, until the guarantee is satisfied. The adoption of FIN 45
had no impact on the Company’s financial position or results of operations.

Property and equipment—Property and equipment, including equipment under capital leases, are stated at
cost. Depreciation and amortization are calculated using the straight-line method. Equipment is depreciated over
2 to 5 year lives. Leasehold improvements and property acquired under capital leases are amortized over the
shorter of the useful life of the asset or the term of the lease. The Company capitalizes the costs related to the
development of computer software developed or obtained for internal use in accordance with the American
Institute of Certified Public Accountants Statement of Position 98-1, “Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use”. The costs of purchased and internally developed software
used to provide services to customers or internal administrative services are capitalized and amortized on a
straight-line basis over their estimated useful lives, not to exceed 7 years. Maintenance and repairs are charged to
operations as incurred.

Goodwill and Other Intangibles Assets—On July 20, 2001, the Financial Accounting Standards Board
issued Statements of Financial Accounting Standards No. 141, “Business Combinations” (“SFAS No. 141”) and
No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”). SFAS No. 141 requires that all business
combinations initiated after June 30, 2001 be accounted for under the purchase method. SFAS No. 142 eliminates
the amortization of goodwill and certain other intangible assets and requires that goodwill be evaluated for
impairment by applying a fair value-based test. Global Payments adopted SFAS No. 142 in the first quarter of
fiscal 2002. In accordance with this standard, the Company discontinued the amortization of goodwill and certain
intangible assets that were determined to have an indefinite life.
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Global Payments completed the testing for impairment of goodwill as of June 1, 2002 using the present
value of expected future cash flows and determined that the fair value of the merchant services reporting unit
exceeded the carrying amount of the net assets, including goodwill of the merchant services reporting unit. The
Company completed its annual goodwill impairment review as of June 1, 2003 and determined that no
impairment charge to goodwill was required. No other changes in amortization periods were required for other
intangible assets. See Note 4 in the Notes to Consolidated Financial Statements for additional information.

Other intangible assets primarily represent customer-related intangible assets, such as customer lists and
merchant contracts, and trademarks associated with acquisitions. Customer-related intangible assets are
amortized using the straight-line method over their estimated useful lives of 3 to 30 years. The useful lives for
customer-related intangible assets are determined based primarily on information concerning start/stop dates and
yearly attrition. The trademarks were determined to have an indefinite life and are not being amortized. The
Company evaluated the remaining useful lives for other intangible assets as of June 1, 2003 and determined them
to be appropriate.

At June 1, 2001, the Company had one indefinite life intangible asset, a trademark with a carrying value of
$24.6 million. The trademark was acquired on April 1, 1996 in connection with the purchase of a 92.5%
ownership interest in MasterCard International’s Merchant Automated Point-of-Sale Program, or MAPP. The
value of the trademark related to the use of the MAPP name and logo. In connection with the spin-off from NDC,
the Company launched a significant rebranding effort under the Global Payments Inc. name and logo. In
addition, effective June 1, 2001, the Company purchased MasterCard’s remaining minority interest, ending all
existing marketing alliances with MasterCard under the MAPP brand and conducted a study related to the future
use of the trademark.

In fiscal 2002, the Company obtained an appraisal from an independent valuation firm of the fair value of
the trademark as of June 1, 2001, the implementation date of SFAS No. 142. Based on the lack of continuing use
of the MAPP trademark as of June 1, 2001, the fair value of the trademark was determined to be zero. In
accordance with SFAS No. 142, $24.6 million ($16.0 million, net of tax) was written off as of June 1, 2001 and
was recorded as a cumulative effect of a change in accounting principle.

Impairment of long-lived assets—The Company regularly evaluates whether events and circumstances have
occurred that indicate the carrying amount of property and equipment and other intangible assets may warrant
revision or may not be recoverable. When factors indicate that these long-lived assets should be evaluated for
possible impairment, the Company assesses the recoverability by determining whether the carrying value of such
long-lived assets will be recovered through the future undiscounted cash flows expected from use of the asset and
its eventual disposition. In management’s opinion, the long-lived assets, including property and equipment and
other intangible assets, are appropriately valued at May 31, 2004 and May 31, 2003.

Income raxes—Deferred income taxes are determined based on the difference between the financial
statement and tax bases of assets and liabilities using enacted tax laws and rates (see Note 7).

Fair value of financial instruments—Management considers that the carrying amounts of financial
instruments, including cash and cash equivalents, receivables, line of credit, notes payable, accounts payable and
accrued liabilities approximate fair value.

Derivative Instruments and Hedging Activities—Global Payments has adopted Statement of Financial
Accounting Standard No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS
No. 133”) and Statement No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities” (“SFAS No. 1497). SFAS No. 133 requires that a company recognize derivatives as assets or liabilities
on its balance sheet, and also requires that the gain or loss related to the effective portion of derivatives
designated as cash flow hedges be recorded as a component of other comprehensive income. SFAS No. 149
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amends and clarifies accounting for derivative instruments, including certain derivative instruments embedded in
other contracts, and for hedging activities under SFAS No. 133. The Company has not used any derivative
instruments and the adoption of these statements was not significant.

Foreign currency translation—The Company has foreign subsidiaries operating in Canada, Czech Republic,
Mexico and the United Kingdom. The local currency of these subsidiaries is the functional currency, except for
the subsidiary in Mexico whose functional currency is the U.S. dollar. Gains and losses on transactions
denominated in currencies other than the functional currencies are included in determining net income for the
period in which exchange rates change. Exchange gains or losses were not significant. The assets and liabilities
of subsidiaries whose functional currency is a foreign currency are translated at the year-end rate of exchange,
and income statement items are translated at the average rates prevailing during the year. The resulting
translation adjustment is recorded as a component of shareholders’ equity. Translation gains and losses on
intercompany balances of a long-term investment nature are also recorded as a component of shareholders’
equity. The effects of foreign currency gains and losses arising from these translations of assets and liabilities are
included as a component of other comprehensive income.

Segment disclosure—Operating segments are defined by Statement of Financial Accounting Standards
No. 131, “Disclosure About Segments of an Enterprise and Related Information” (“SFAS No. 131”). The
Company’s chief operating decision maker group currently operates one reportable segment—electronic
transaction payment processing—therefore the majority of the disclosures required by SFAS No. 131 do not
apply to the Company. The Company’s measure of segment profit is consolidated operating income. The
Company’s results of operations and its financial condition are not significantly reliant upon any single customer.
Revenues from external customers from the Company’s service offerings are as follows:

2004 2003 2002
(in thousands)
Merchant services . . ............ $574,152  $503,827  $449,144
Fundstransfer .......... ... .. .. . .. 55,168 12,257 13,682

$629,320  $516,084  $462,826

The Company’s operations are provided in the United States, Canada and Europe. The following is a
breakdown of revenues by geographic region:

2004 2003 2002
(in thousands)
United States ... $462,443  $374,061  $340,230
Canada ....... ... i e 155,468 140,854 120,815
Europe ... 11,409 1,169 1,781

$629,320  $516,084  $462,826

The following is a breakdown of long-lived assets by geographic region:

2004 2003
(in thousands)
United States . . ...t $183,219  $153,340
Canada ........ .. 362,982 197,559
Europe ........ . 74,214 —
Latin America ......... ... ... ... ... .. .... 1,737 —

$622,152  $350,899
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Earnings per share—Basic earnings per share is computed by dividing reported earnings available to
common shareholders by weighted average shares outstanding during the period. Earnings available to common
shareholders are the same as reported net income for all periods presented.

Diluted earnings per share is computed by dividing reported earnings available to common shareholders by
weighted average shares outstanding during the period and the impact of securities that, if exercised, would have
a dilutive effect on earnings per share. All options with an exercise price less than the average market share price
for the period generally are assumed to have a dilutive effect on earning per share. The dilutive effect of stock
options and restricted share grants was 1.4 million, 0.9 million shares and 1.4 million shares in fiscal 2004, 2003,
and 2002, respectively. The diluted share base for the years ended May 31, 2004 and 2003 excludes incremental
shares of 0.1 million and 0.7 million, respectively, related to employee stock options. These shares were
excluded due to their anti-dilutive effect as a result of their option exercise prices being greater than the average
market price of the common shares. No shares had an anti-dilutive effect in fiscal 2002. No additional securities
were outstanding that could potentially dilute basic earnings per share that were not included in the computation
of diluted earnings per share.

The following table sets forth the computation of basic and diluted earnings per share for the years ended
May 31, 2004, 2003 and 2002:

2604 2003 2002
Income Shares PerShare Income Shares Per Share Income  Shares - Per share

(in thousands, except per share data)
Basic earnings per share:
Income before cumulative
effect of a change in
accounting principle .... $62,443 37,533 $1.66  $53,300 36,957 $144  $39,839 36,589  $1.09
Cumulative effect of a
change in accounting
principle ............. — 37,533 — — 36,957 — (15,999) 36,589 044

Net income available to

common shareholders ... $62,443 37,533  $1.66  $53,300 36,957 $1.44  $23,840 36,589  $0.65

Diluted earnings per share:

Income before cumulative

effect of a change in

accounting principle .... $62,443 38955 $1.60  $53,300 37,824  $1.41  $39,839 38,009 $1.05
Cumulative effect of a

change in accounting

principle ............. — 38,955 — — 37,824 —_ (15,999) 38,009 (0.42)
Net income available to

common shareholders ... .. $62,443 38955  $1.60  $53,300 37,824  $1.41 $23,840 38,009  $0.63

Effective March 1, 2003, Global Payments adopted Statements of Financial Accounting Standard No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure” (“SFAS No. 148”). SFAS No. 148
addresses alternative methods of transition for a voluntary change to the fair value based method of accounting
for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements of
Statements of Financial Accounting Standard No. 123, “Accounting for Stock-Based Compensation” (“SFAS
No. 123”) to require prominent disclosure in both annual and interim financial statements about the method of
accounting for stock-based employee compensation and the effect of the method used on reported results.

At May 31, 2004, the Company has two stock-based employee compensation plans, which are described
more fully in Note 9. The Company accounts for these plans under the recognition and measurement principles

of APB Opinion No. 23, “Accounting for Stock Issued to Employees,” and related interpretations. Employee
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stock-based compensation is reflected in net income for restricted stock expense recognized in the period and for
stock options that have been remeasured. During fiscal year 2004, the Company recognized $3.6 million in stock-
based compensation expense related to accelerated vesting of options under FIN 44, “Accounting for Certain
Transactions Involving Stock Compensation—an interpretation of APB Opinion No. 25”. This expense is
reflected in restructuring costs incurred in fiscal year 2004 (See Note 10). The following table illustrates the
effect on net income and earnings per share if the Company had applied the fair value recognition provisions of
SFAS No. 123 to stock-based employee compensation.

2004 2003 2002

(In thousands, except
per share data)

Net income:
ASTEPOITEA ..\ttt $62,443  $53,300 $23,840
Add: Stock compensation recognized under APB 25, net of related tax
effects .. 3,463 801 682
Deduct: Total stock-based employee compensation expense determined
under fair value method for all awards, net of related tax effects ....  (6,408) (4,281) (3,668)
Pro forma net inCome . . . ...t $59,498 $49,820 $20,854
Basic earnings per share:
ASTEPOIEd . ..ttt $ 166 $§ 144 $ 065
Proforma .. ... o $ 159 $ 136 $ 057
Diluted earnings per share:
ASTEpOrted . ... $ 160 $ 141 § 063
Proforma .. ... ... $§ 154 % 133 $§ 055

Impact of new accounting pronouncements—In May 2003, the FASB issued SFAS 150, “Accounting For
Certain Financial Instruments with Characteristics of Both Liabilities and Equity” (“SFAS No. 150”) which
establishes standards for how an issuer classifies and measures certain financial instruments with characteristics
of both liabilities and equity. It requires that an issuer classify a financial instrument that is within its scope as a
liability (or an asset in some circumstances). SFAS No. 150 is effective for financial instruments entered into or
modified after May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning
after June 15, 2003. The Company has evaluated the potential impact of SFAS No. 150 and has concluded that
there was not a material impact on the Company’s financial statements.

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities, an
Interpretation of Accounting Research Bulletin No. 51 (“FIN 46”). FIN 46 addresses how to determine if an
entity qualifies as a variable interest entity and how such entities should be consolidated. In December 2003, the
FASB issued FIN 46R, which replaces FIN 46 and provides additional clarification of Variable Interest Entities
through controlling financial interests and voting rights and when FIN 46 should not be applied. The Company
has evaluated the potential impact of FIN 46R and has determined that there is no material impact on the
Company’s financial statements.
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NOTE 2—BUSINESS ACQUISITIONS

During fiscal 2003, the Company did not acquire any material businesses. In fiscal years 2004 and 2002, the
Company acquired the following businesses:

Percentage
Business Date Acquired Ownership
Fiscal 2004
Latin America Money Services, LLC .......... ... . ... ... . .. ... November 12, 2003 100%
MUZO, a8, o e February 18, 2004 52.6%M
MUZO, 8.8, .ot ittt e e May 14, 2004 45.7%M
Fiscal 2002
MasterCard International Corporation 7.5% Minority Interest in Global
Payment Systems LLC, a subsidiary of the Company ................ June 1, 2001 100%
National Bank of Canada (“National Bank”)—Merchant Acquiring
BUSINESS . ..o e e October 1, 2001 100%

M As a result of the May 14, 2004 acquisition, the Company acquired an aggregate of 98.3% of the
outstanding voting shares of MUZO, as.

These acquisitions have been recorded using the purchase method of accounting, and accordingly, the
purchase price has been allocated to the assets acquired and liabilities assumed based on their estimated fair
value as of the date of acquisition. The operating results are included in the Company’s consolidated statements
of income from the date of the acquisition.

Fiscal 2004
Latin America Money Services, LL.C

On November 12, 2003, Global Payments completed the acquisition of Latin America Money Services,
LLC (“LAMS”), a Delaware limited liability company which owned a majority of the outstanding equity
interests in DolEx Dollar Express, Inc. (“DolEx”), a Texas corporation, and all but one share of the outstanding
equity interests in DolEx Envios, S.A. de C.V. (“DolEx Envios”), a Mexican subsidiary of DolEx. The
transaction was structured as a merger of GP Ventures (Texas), Inc., a Delaware corporation and wholly-owned
subsidiary of Global Payments, into LAMS, with LAMS remaining as the surviving entity in the merger. Global
Payments also acquired the remaining equity interests in DolEx that were not already owned by LAMS.

As a result of the transaction, LAMS, a holding company, is a wholly-owned subsidiary of Global
Payments. DolEx, the operating company, is a wholly-owned subsidiary of LAMS and DolEx Envios is a
majority-owned subsidiary of DolEx because one share of DolEx Envios is owned by GP Finance, Inc., a wholly-
owned subsidiary of Global Payments. The Company frequently refers to this transaction as the DolEx
acquisition, since DolEx is the primary operating company within the LAMS group.

Under the terms of the merger and related agreements, the Company gave consideration of approximately
$190.4 million for LAMS, DolEx and DolEx Envios through a combination of $59.7 million in cash, net of cash
acquired of $8.7 million, the issuance of $114.2 million in promissory notes payable to the order of the sellers,
and the issuance of common stock with an approximate fair value of $7.8 million based on the closing price of
Global Payments Inc. common stock on the date the acquisition closed. On December 1, 2003, the Company
repaid the promissory notes in full using its U.S. credit facility.

Global Payments’ interest in DolEx was primarily based on a desire to establish a presence in the United
States to Latin America money transfer market. The key factors that contributed to the decision to acquire DolEx
include historical and prospective financial statement analysis, market share and level of competition from other
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money transmitters operating in the same funds flow corridor, technological sophistication, quality of
management team, breadth of company-owned branch network and previous business development activity in the
U.S. to Latin America money transfer market.

MUZO, as.

On February 18, 2004, the Company, through an indirect, wholly-owned subsidiary, acquired 52.6% of the
outstanding voting shares of MUZO, a.s. (“MUZO”) from Komeréni banka, a.s. (“KB”), for $34.7 million in cash.

Based in Prague, MUZO has served financial institutions since 1992 with a comprehensive package of
payment services including credit and debit card transaction processing, sales, installation and servicing of ATM
and POS terminals, as well as card issuing services (such as card database management and card
personalization). MUZO has approximately 250 employees. The Company believes that MUZO is the largest
indirect payment processor in the Czech Republic.

Pursuant to Czech law, the Company completed a public tender offer on May 14, 2004 for the remaining
shares of MUZO that were not already acquired from KB. The public tender offer resulted in Global Payments
obtaining 46,576 additional shares of MUZO for the equivalent of approximately $28.8 million in cash, bringing
the Company’s ownership to 98.3% of the outstanding voting shares of MUZO. The Company’s acquisition of
shares of MUZO was primarily based on a desire to establish a presence in the Czech Republic and the
surrounding Central and Eastern European markets, which the Company believes will have superior growth
potential. The key factors that contributed to the decision to acquire MUZQ include historical and prospective
financial statement analysis, terms of major customer contracts, market share, technological sophistication,
quality of the management team and previous business development activity by other companies in the European
market.

Fiscal 2004 Acquisitions—Purchase Price Allocations

The following table summarizes the preliminary purchase price allocations of the assets acquired and
liabilities assumed at the date of the respective acquisition.

LAMS MUZO™
(in thousands)

CUITENL ASSELS . . o et it e et e e e e et e e e e e $ 12,131 $ 8,765
Property and equipment, net .. ............. i e 11,606 34,478
Goodwill ... 145,190 34,340
Customer-related intangible assets ........... ... ... ..o, 4,749 7,271
Trademark . ... ... .. . e 42,944 2,164
Other long-term assets .. .. ... ...ttt e 828 11
Total assets acquired ........... ...t 217,448 87,029
Current liabilities . ... ... ... . e (7,393) (6,415)
Long-term liabilities ...... ... . ... . 0 (19,590)  (16,701)
Minority interest in equity of subsidiaries . .......... ... ... ... . — (351
Netassets acquired . .. ...ttt e $190,465 $ 63,562

M The MUZO acquisition was completed through two separate transactions. On February 18, 2004 the
Company acquired 52.6% of the outstanding voting shares and on May 14, 2004 the Company acquired
45.7% of the outstanding voting shares.

The LAMS and MUZO customer-related intangible assets were determined to have useful lives of three and
fifteen years, respectively. The trademarks acquired were deemed to have indefinite lives. The goodwill is not
subject to amortization and none of the amount assigned to goodwill is expected to be deductible for tax
purposes.
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Fiscal 2002
MasterCard International Corporation 7.5% Minority Interest

In August 2001, Global Payments purchased the 7.5% minority interest owned by MasterCard International
Corporation in Global Payment Systems LLC. The transaction was effective as of June 1, 2001, with a purchase
price of $15.0 million.

National Bank of Canada—Merchant Acquiring Business

On October 1, 2001, the Company acquired National Bank of Canada’s merchant acquiring business and
formed a ten-year alliance for marketing merchant payment-related products and services to National Bank of
Canada’s customers. The purchase price was $45.9 million (U.S.), at the then-current Canadian exchange rate.
This acquisition was completed to compliment the Company’s existing Canadian customer portfolio and broaden
the Company’s presence in Canada.

Fiscal 2002 Acquisitions—Purchase Price Allocations

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed in
fiscal 2002 at the date of the respective acquisitions.

National Bank MasterCard
Merchant Minority Interest
Acquiring Business Buyout
(in thousands)
Property and equipment, net .. .............c.c.coeeennnnan., $ 128 $ —
Customer-related intangible assets ........................ 18,473 —
Goodwill . ... 28,934 3,338
Total assets acquired .................ooiiiiini.... 47,535 3,338
Current liabilities . .. .. .. ... . e e (1,587) —
Purchased minority interest . . ... i, — 11,662
Netassetsacquired ..............uurerrnnnnnnnnnns $45,948 $15,000

The amount assigned to the customer-related intangible assets for the National Bank merchant acquiring
business is being amortized over 17 years. Of the amount assigned to goodwill, 100% is expected to be
deductible for tax purposes.

Supplemental Pro Forma Information

The following unaudited pro forma information for the fiscal 2004 acquisitions discussed above has been
prepared as if the acquisitions had occurred on June 1 of each year. The information is based on historical and
estimated results of the separate companies and may not necessarily be indicative of the results that would have
been achieved or of results that may occur in the future. The pro forma information includes expenses for
depreciation and amortization of long lived assets resulting from these transactions and interest expense related
to financing costs but does not reflect any synergies or operating cost reductions that may be achieved from the
combined operations.

2004 2003

(In thousands, except per
share data)

REVENUE . . . o $688,814  $618,693
NELINCOMIE .« o e ot ittt e e e e e e e e e e e e $ 66,236 $ 65,014
Basic earnings Per Share ... ... ...t $§ 175 § 175
Diluted earnings pershare ......... ... ... .. $ 169 $ 171
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NOTE 3—PROPERTY AND EQUIPMENT
As of May 31, 2004 and May 31, 2003, property and equipment consisted of the following:

Range of
Useful Lives
in Years 2004 2003
(In thousands)
Property under capital leases ................... 2-5 $ 14,989 % 14,989
Building ........ ... 40 27,805 —
Equipment...............nieiiiininennnn... 2-5 74,281 55,180
Software ........ ...t 5 47,381 31,694
Leasehold improvements . ..................... 5-7 3,241 3,303
Furniture and fixtures ............. ... o iui... 5-40 5,690 5,916
Work in progress .............oiiiiiiiiiaon.. N/A 12,744 10,056
186,131 121,138

Less: accumulated depreciation and amortization . . . 88,649 69,353

$ 97,482 § 51,785

Depreciation and amortization expense was $22.4 million, $20.5 million and $18.4 million for fiscal years
2004, 2003 and 2002, respectively.

NOTE 4—GOODWILL AND INTANGIBLE ASSETS
As of May 31, 2004 and May 31, 2003, goodwill and intangible assets consisted of the following:

2004 2003
(in thousands)
Goodwill . ... . $342,012 $161,216
Trademarks . ... ..ot 45,108 —
Customer related intangible assets . ......................... 232,318 219,260
619,438 380,476
Less: accumulated amortization . ...ttt eeeeinneen, 94,768 81,362

$524,670  $299,114

Amortization expense was $13.1 million, $11.5 million and $11.1 million for fiscal years 2004, 2003 and
2002, respectively. The accumulated amortization amounts relate to the amortization of customer related
intangible assets.

The estimated amortization expense for the next five fiscal years is as follows (in thousands):

2005 $13,503
2006 . $12,895
2007 $ 9,738
2008 L. $ 8,544
2009 . $ 8,370
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During fiscal 2004, the Company recorded additions of $179.5 million, $45.1 million and $12.0 million to
goodwill, trademark and intangibles, respectively. These additions were related to the LAMS and MUZO
acquisitions further described in Note 2. The following table discloses the changes in the carrying amount of
goodwill for the period ended May 31, 2004 and 2003:

2004 2003
(in thousands)
Balance at beginning of year .. ....... ... ... .. . . $161,216  $151,712
Goodwill acquired ........ ... .. 179,530 —
Adjustments to goodwill for prior year acquisitions ............. — 799
Effect of foreign currency translation ........................ 1,266 8,705
Balanceatendof year .......... ... .ot $342,012 $161,216

Additions te intangible assets consist of trademarks and customer related intangible assets. The customer
related intangible assets have weighted average amortization periods of 15 years. The trademarks are deemed to
have an indefinite useful life and are not subject to amortization.

NOTE 5—ACCQOUNTS PAYABLE AND ACCRUED LIABILITIES
As of May 31, 2004 and May 31, 2003, accounts payable and accrued liabilities consisted of the following:

2004 2003
(In thousands)
Trade accounts payable ... ... ... ... i $26,137  $15,810
Compensation and benefits . ....... .. .. ... ... . L 13,369 9,725
RESIIUCIULING . . ..ottt e e 4,252 3,173
Third party processing eXpenses .. .. .......ouueeernneennnenn.. 3,972 6,859
Commissions to third parties . ............ ... .. ... ... .. ...... 7,886 5,249
ASSESSINENT EXPENSES . - -« . v e v ee ettt et e e e 6,920 4,304
O her .. 17,237 13,661

$79,773  $58,781

NOTE 6—RETIREMENT BENEFITS

The Company has a noncontributory defined benefit pension plan covering substantially all of its United
States employees who have met the eligibility provisions. The defined benefit pension plan was closed to new
participants beginning June 1, 1998. Benefits are based on years of service and the employee’s compensation
during the highest five consecutive years of earnings out of the last ten years of service. Plan provisions and
funding meet the requirements of the Employee Retirement Income Security Act of 1974, as amended. Beginning
May 31, 2004, the Company ceased benefit accruals for increases in compensation levels. Expenses for fiscal
2004, 2003 and 2002 were actuarially determined. The Company uses May 31 as the measurement date for its
plan.
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The following table provides a reconciliation of the changes in the benefit obligations and fair value of
assets over the two-year period ending May 31, 2004 and a statement of funded status at May 31 for each year:

Changes in benefit obligations

2004 2003
(in thousands)
Benefit obligation at beginningof year . ........................ $10,193 § 7,259
SErVICE COSL . .\ttt e e — —
INEEIeSt COSt . . o\t ittt e e i e e 607 572
Benefits paid . ...... ... .. e (228) (137)
Actuarial (gain)orloss ... (623) 2,499
Settlement/Curtailment ... ......... ...t .. (2,354) —
Balanceatendofyear .............. ... ... $ 7,595 $10,193
Changes in plan assets
2004 2003
(in thousands)
Fair value of plan assets at beginningof year ...................... $5,244  $5,104
Actual returnonplan assets ............. ...t 154 271
Employer contributions ... ........ ... . . 20 —
Benefitspaid .. ... ... (228) (137)
Fair value of plan assets atendof year . .......................... $5,190  $5,244
Reconciliation of funded status
2004 2003
(in thousands)
Funded status .. ...t $(2,405) $(4,949)
Unrecognized net 1oSs .. ... ... i 1,256 4,272
Unrecognized prior SErvice COSt ... ..o vvvvet it e — 27
Net amount recognized . ... ...t $(1,149) $ (650)
Amounts recognized in Consolidated Balance Sheets
2004 2003
(in thousands)
Accrued benefit liability ........... . ... $(2,405) $(1.412)
Intangible asset ....... ... .. o i — 27
Accumulated other comprehensive income (pre-tax) . .............. 1,256 735
Netamount recognized ... ...... .. ittt $(1,149) $ (650)
Information about accumulated benefit obligation
2004 2003
(in thousands)
Projected benefit obligation ........... ... ... . e $7,595  $10,193
Accumulated benefit obligation ............ .. ... . oo, 7,595 6,656
Fair value of planassets .............. ..ot 5,189 5,244
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Components of Net periodic Benefit Cost

2004 2003 2002
(in thousands)
SEIVICE COSE . .o\ttt et et e e e e $— $—  $—
Interest COSt . ..ottt e e 607 572 495
Expected returnon plan assets ..............c.coiiiiinna. 414y 407) (502)
Net amortization and deferral ............. ... ... ........ 6 (20)
Curtailment 10SS ... ..ot i i e 23 — —
Amortization of net (gain) loss ........... ... . .. . .. 298 240 67
Net pension expense (INCOME) ... .....oveurrrreeeeannnn.. $519 $411 $ 40
Additional Information
2004 2003
(in thousands)
Increase in minimum liability included in other comprehensive income .... $521  $735
Weighted average assumptions used to determine benefit obligations
2004 2003
DISCOUNLTALE . . . ..ottt ettt et et e e 6.50% 6.00%
Rate of increase in compensation levels .. ........ ... ... ... .. ..... — 4.33%
Weighted average assumptions used to determine net periodic benefit cost
2004 2003 2002
DiScountrate . .............euiiiunrnenennenennnnnn, 6.00% 6.50% 7.50%
Rate of increase in compensation levels ................. 433% 4.33% 4.33%
Expected long-term rate of return on assets .. ............. 8.00% 8.00% 10.00%

The expected long-term return on plan assets was derived by applying the weighted-average target
allocation to the expected return by asset category shown in the table below. These assumptions and allocations
were evaluated using input from a third party consultant. Overall, the expected return assumption for each asset

class utilized is based on expectation of future returns.

Plan Assets

The consolidated pension plan weighted-average asset allocations at May 31, 2004 and 2003, by asset

category are as follows:

Target
Allocation
during the
FY ended

May 31,
2004

26.3% 60.0%
73.3% 40.0%
0.4% 0.0%

Asset Category 2004 2003
Equity seCUities .. ... ... .ottt 60.7%
Debtsecurities .. ... ...ttt e e 39.0%
Cashequivalents .......... ... . i, 0.3%
Total .. e 100.0%

100.0% 100.0%
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The Company’s investment policy and strategies for plan assets involve a balanced approach to achieving its
long-term investment objectives. The Company selected a blended investment approach to diversify the asset
pool while reducing the risk of wide swings in the market from year-to-year. The pension plan’s investment goals
are to generate a return in excess of 8.0% over a full market cycle. The investment portfolio contains enough
diversification of investments to reduce risk and provide growth of capital and income. The securities investment
guideline details the categories of investments that are not eligible for investment without specific approval.
These include: short sales, margin transactions, commodities or other commodity contracts, unregistered
securities, investment in companies that have filed a petition for bankruptcy or investments for the purpose of
exercising control of management.

Cash Flows
Contributions

The Company expects to contribute $0.5 million to the Global Payments Plan in fiscal 2005.

Employee Retirement Savings Plan

The Company has a deferred compensation 401(k) Plan. The plan provides tax deferred amounts for each
participant consisting of employee elective contributions and matching Company contributions. The Company
contributed $1.4 million, $1.3 million and $1.2 million to the Global Payments Inc. 401(k) Plan in fiscal 2004,
2003 and 2002, respectively.

NOTE 7—INCOME TAXES

The provision for income taxes includes:
!

Year ended May 31,
2004 2003 2002
(in thousands)

Current tax expense:

Federal .......... ... ... . ... .. . ... $33,529  $17,248  $17,055
State ... 1,387 1,240 1,495
Foreign ......... ... il 4,021 2,387 3,343

38,937 20,875 21,893

Deferred tax expense (benefit):

Federal ........ ..., 548 10,801 4,127

State ... 38 866 215
Foreign ... .. ... .. . 2,211 (698) (1,611)

(1,631) 10,969 2,731

Total ... $37,306  $31,844  $24,624

In addition in fiscal 2002, the Company recorded $8.6 million as a tax benefit as a result of the cumulative
effect of the change in accounting principle. See Note 1 in the Notes to Consolidated Financial Statements for
additional information. $9.4 million of the amount recorded was a deferred tax benefit, while $0.8 million was a
current tax expense. As of May 31, 2004, a $5,000 income tax receivable was included in “Prepaid expenses and
other current assets”.
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The Company’s effective tax rates differ from federal statutory rates as follows:

2004 2003 2002

Federal statutory rate ...........couiuiiintnrnnirnennnne s, 35.0% 35.0% 35.0%
State income taxes, net of federal income tax benefit ............. 0.9 1.6 1.7
Foreign inCOmMe taXes .. ... ...t etinirnie e, 0.1 0.9 1.3
Non-deductible amortization and write-off of intangible assets .. ... 0.1 0.1 0.2
Taxcredits .. ... e 02) (02 (04
Other ... e 1.5 0.0 0.4
Effectivetaxrate .......... .. .cccuiiiiiiiiiiiinnen... 374% 37.4% 38.2%

Deferred income taxes as of May 31, 2004 and May 31, 2003 reflect the impact of temporary differences
between the amounts of assets and liabilities for financial accounting and income tax purposes. The Company’s
investments in certain foreign subsidiaries are permanently invested abroad and will not be repatriated to the U.S.
in the foreseeable future. In accordance with APB Opinion No. 23, because those earnings are considered to be
indefinitely reinvested, no U.S. federal and state deferred income taxes have been provided thereon. Upon
distribution of those earnings in the form of dividends or otherwise, the Company would be subject to both U.S.
income taxes (subject to an adjustment for foreign tax credits) and withholding taxes payable to the various
foreign countries. Because of the availability of U.S. foreign tax credits, it is not practicable to determine the U.S.
federal income tax liability that would be payable if such earnings were not reinvested indefinitely. As of May
31, 2004 and 2003, principal components of deferred tax items were as follows:

2004 2003
(in thousands)

Deferred tax assets:

Accrued expensesand other .. ................ ... ... .... $ 6952 $ 3,732
Accrued restructuring and non-cash loss on investment . . .. .. 980 850
Baddebtexpense .............. i 2,916 1,518
Tax credits . ...t e e 415 —
11,263 6,100
Deferred tax liabilities:
Foreign currency translation .. .......................... 8,630 8,056
Acquired intangibles .. ...... ... .. o 34,352 7,582
Prepaidexpenses .. ...... ... ... i 1,069 1,004
Property and equipment ............. ... ... .. .. ... 3,988 3,706
48,039 20,348
Net deferred tax liability . .. ........ ... .. ... .. .. ... onL. (36,776) (14,248)
Less: Current net deferred tax asset . ..., 10,028 5,096
Net non-current deferred tax Hlability ......................... $(46,804) $(19,344)

A valuation allowance is provided when it is more likely than not that some portion or all of the deferred tax
assets will not be realized. The Company has not established valuation allowances for these tax assets.
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NOTE 8—NOTES PAYABLE
Notes payable as of May 31, 2004, consisted of the following:
2004
(in thousands)
Note payable, 8.48%,due 2009 .. ... .. .. .. ... .. $ 7,363
Note payable, floating 3 month PRIBOR + 2.55%,due 2005 .............. 3,523
$10,886

During fiscal 2004, the Company acquired two notes payable as part of the MUZO acquisition. The first
note originated in January 2001 for 300 million Czech Korunas or $7.9 million U.S. based on then-existing
exchange rates. This note is secured by MUZO’s operations headquarters building and land. This note has a fixed
rate of 8.48% and is due in August 2009. The second note originated in June 2000 for 290 million Czech
Korunas or $7.5 million U.S. based on then-existing exchange rates. This note is secured by MUZO’s operations
headquarters building, land and a blank bill of exchange (negotiable instrument). The interest rate is based on a
three-month floating rate of PRIBOR (Prague InterBank Offered Rate) plus 2.55% and is due in December 2005.

The aggregate maturities of notes payable for the next five fiscal years are as follows (in thousands):

200 $3,409
2000 $2,530
2007 L $1,391
2008 $1,527
2000 $1,623

NOTE 9—SHAREHOLDERS’ EQUITY

Stock Options—The Company has certain stock plans under which incentive stock options, non-qualified
stock options and restricted stock has been granted to officers, key employees and directors, under the Global
Payments Inc. 2000 Long-Term Incentive Plan, as amended and restated (the “2000 Plan”) and a Non-Employee
Director Stock Option Plan (the “Director Plan”). A summary of changes in all outstanding options and the
related weighted average exercise price per share is as follows:

2004 2003 2002
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price

2000 Plan .

OutstandingatJune 1 .............. .. 2,927,076  $21.08 2,700,342 $16.71 2,441,003 $13.20
Granted ....................... 892,410 36.82 686,146 35.84 708,768 26.48
Cancelled ..................... (135,709) 31.56 (205,068) 22.26 (124,999) 13.54
Exercised ... ................ ... (596,859) 14.47 (254,344) 13.61 (324,430) 12.83

Outstanding at May 31 ............... 3,086,918 $26.44 2,927.076 $21.08 2,700,342 $16.71

Shares available for future grant . ... .. .. 1,445,027

Director Plan

OutstandingatJune 1 .............. .. 67,052  $26.10 40,728  $24.55 23,920  $20.90
Granted ....................... 25,840 38.71 26,324 28.49 16,808 209.75
Cancelled ..................... — — — — — —
Exercised . ........... ... .. ..... — — — — — —

OutstandingatMay 31 ............... 92,892  $29.61 67,052 $26.10 40,728  $24.55

Shares available for future grant . ... .. .. 307,108
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The options exercisable at the end fiscal years 2004, 2003 and 2002 are 969,977, 982,730 and 982,730,
respectively.

The followirng table summarizes information about all stock options outstanding at May 31, 2004:

Options Outstanding Options Exercisable
Weighted Average
Remaining
Range of Contractual Weighted Average Weighted Average
Exercise Prices Shares Life in Years Exercise Price Shares Exercise Price

$1026-$13.07 ............ .. ... 556,478 4.09 $11.85 393,422 $11.88
$14.66-52090 . ................ 617,788 4.69 16.12 385,268 16.30
$23.45-$2855 ... ... .. ... 496,815 6.60 26.19 122,055 26.12
$29.20-$3422 . ... ... 645,621 8.64 33.25 41,232 32.17
$35.10-$48.68 . ................ 863,108 8.34 38.64 28,000 36.47
3,179,810 6.68 $26.54 969,977 $17.00

The weighted-average grant-date fair value per share of options granted in fiscal 2004, 2003, and 2002
under the 2000 Plan and the Director Plan are as follows:

2004 2003 20062
2000Plan . ... $18.56 $16.29 $12.70
DirectorPlan ....... ... . .. . ... o il 19.87 12.86 14.39

The fair value of each option granted in fiscal 2004, 2003 and 2002 is estimated on the date of grant using
the Black-Scholes option-pricing model with the following assumptions used for the grants during the respective
fiscal year:

2004 2003 2002

2000 Plan

Risk-free interestrates ................ccovionn. 3.75% 3.75% 3.75%

Expected volatility ............ ... ..o oL, 47.00% 40.00% 45.00%

Dividendyields .......... ... ... . ... ... . ... 044%  0.60%  0.70%

Expectedlives ....... .. ... i i 7 years 7years 7 years
Director Plan

Risk-free interestrates ........... ... ... ... ...... 3.81% 3.75% 3.75%

Expected volatility ........... ... ... ... .. .... 47.00% 40.00% 45.00%

Dividendyields ........... .. ... .. .. i . 044%  0.60%  0.70%

Expected lives . ...t 7 years 7 years 7 years

Restricted Stock—Shares awarded under the restricted stock program are held in escrow and released to the
grantee upon the grantee’s satisfaction of conditions of the grantee’s restricted stock agreement. Awards are
recorded as deferred compensation, a reduction of shareholders’ equity based on the quoted fair market value of
the Company’s common stock at the award date. Compensation expense is recognized ratably during the escrow
period of the award. The compensation cost that was charged against income for restricted stock was $1.9
million, $1.3 million and $1.1 million in fiscal 2004, 2003 and 2002, respectively.

Employee Stock Purchase Plan—The Company has an Employee Stock Purchase Plan under which the sale
of 1,200,000 shares of its common stock have been authorized. Employees may designate up to the lesser of
$25,000 or 20% of their annual compensation for the purchase of stock. The price for shares purchased under the
plan is the lower of 85% of market value on the first day or the last day of the quarterly purchase period. At May
31, 2004, 194,727 shares had been issued under this plan, with 1,005,273 shares reserved for future issuance.
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The weighted-average grant-date fair value per share granted in fiscal 2004, 2003 and 2002 under the
Employee Stock Purchase Plan is $6.83, $4.96 and $6.90, respectively.

The fair value of each share granted under the Employee Stock Purchase Plan is estimated on the date of
grant using the Black-Scholes option-pricing model using the following assumptions:

2004 2003 2002
Risk-free interest rates . ............couniiiinniinnnnnn. 3.58% 3.75% 3.75%
Expected volatility ............ ... .. i 47.00% 40.00% 45.00%
Dividendyields ........ ... ... i 041% 060% - 0.80%
Expected lives . ... ... i 3 months 3 months 3 months

NOTE 10—RESTRUCTURING AND OTHER

Effective December 31, 2002, the Company began accounting for its restructuring activities under SFAS
No. 146, “Accounting for Costs Associated with Exit or Disposal Activities”. The following schedule details the
restructuring activities from fiscal 2002 to fiscal 2004.

Costs
Liability Costs Paid Liability
Balance as Incurred During Balance as
of May 31, During Fiscal of May 31,
2003 Fiscal 2004 2004 2004
(In thousands)
One-time employee termination benefits . .......... $2.905 $6,747()  $7.543(  $2.109
Contract termination Costs . ..........ovvvune... 268 2,261 386 2,143
Other associated costs ...............cvunen... — 640 640 —
Totals ....... ... i e $3,173 $9,648 $8,569 $4,252

M This amount includes $2.7 million associated with the termination of an executive officer, and it reflects the
Company’s decision to eliminate the position and consolidate its functions under existing executive officer
functions.

Fiscal 2003 Restructuring Activities

During the fourth quarter of fiscal 2003, the Company, consistent with its strategy to leverage infrastructure
and consolidate operations, committed to a plan to close three locations and consolidate these and other functions
into existing locations. The plan required associated management and staff reductions, contract termination and
other facility closure costs. The Company started execution in April 2003 and completed the plan in the fourth
quarter of fiscal 2004. The major components of the restructuring charge associated with these activities were as
follows:

Cumulative charge
incurred as of
FY 2003 FY 2004 May 31, 2004

(In thousands)

One-time employee termination benefits ... ... .. e $1,657 $4,015 $5,672
Contract termination COStS . ... ..ottt — 2,531 2,531
Other associated cOStS ... ..o iv i — 640 640
Subtotal .. ... ... . ... 1,657 7,186 8,843
Reversal pertaining to the 2002 restructuring activities (see
belOW) — (238) (238)
Reversal pertaining to the 2001 restructuring activities . ........ (400) — (400)
Total ... $1,257 $6,948 $8,205
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The charge incurred for the year ended May 31, 2004 is reflected in the accompanying Consolidated
Statement of Income under the caption “Restructuring and other”.

Fiscal 2002 Restructuring Activities

During the fourth quarter of fiscal 2002, the Company completed plans for the closing of four locations,
including associated management and staff reductions. The Company categorized total charges of approx1mately
$11.0 million for the year ended May 31, 2002 as follows:

2002
Total Cash Non-cash
(In thousands)
Closed or planned closings of facilities ........................ $ 1,512 $ 910 $ 602
Severance andrelated costs ......... .. ... . i 6,715 5,884 831
Other COSES . v vt vttt i e e e 2,766 — 2,766
TOtalS .o e $10,993  $6,794 $4,199

The charges related to locations that were either already closed or had management approved plans to be
closed within twelve months of incurring the charges. These charges included future minimum lease and
operating payments, commencing on the planned exit timing, for all noncancelable leases under remaining terms
of the locations identified, net of current and estimated future sublease income. The charges also included facility
exit costs. Normal lease payments, operating costs and depreciation continued to be charged to operating
expenses prior to actually vacating the specific facilities.

The severance and related costs arose from the Company’s actions to reduce personnel in areas of redundant
operations and activities. These operations were those that related to the facility consolidation, recent acquisitions
and integration of acquisition functions. The charges reflect specifically identified employees whose employment
was terminated and who were informed by the time the charges were incurred. The non-cash costs associated
with the severance and related costs reflect compensation expense due to the acceleration of the vesting of certain
stock options for those employees that were terminated and had options outstanding.

The other costs incurred in the year ended May 31, 2002 related to the book value of certain current assets
that were deemed to be unrecoverable after the purchase of MasterCard’s remaining minority interest in Global
Payment Systems LLC.

The cash items were accrued at the time the charges were incurred. The reversals during the fiscal year were
due to changes in estimates described above. As of May 31, 2004, none of the cash portion of the restructuring
charges from fiscal 2002 remains accrued as a current liability in the accrued liabilities section of the balance
sheet.

NOTE 11—RELATED PARTY TRANSACTIONS

As of May 31, 2004, CIBC holds approximately 16% of the Company’s outstanding common stock, which
it acquired in connection with the Company’s purchase of CIBC’s merchant acquiring business in fiscal 2001.
After the acquisition, CIBC provided transitional services under an agreement to provide various support services
to the merchant acquiring business for a 24-month period commencing on the acquisition date of March 20,
2001. The purpose of the agreement was to facilitate the integration into the Company’s existing operations.
These services included customer service, credit and debit card processing and settlement functions. Although
the CIBC back-end conversion was completed in November 2001, CIBC has continued to provide certain

54




NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS—(Continued)

transitional services subsequent to the 24-month period based on an informal arrangement. In fiscal 2004, 2003
and 2002 the Company incurred expenses of approximately $0.4 million, $1.9 million and $20.7 million,
respectively, related to these services.

In addition, the Company has a credit facility from CIBC that provides a line of credit up to $175.0 million
(Canadian dollars), approximately $128.0 million U.S. dollars based on exchange rates in effect on May 31,
2004. See Note 12 in the Notes to Consolidated Financial Statements for additional information.

NOTE 12—COMMITMENTS AND CONTINGENCIES
Leases

The Company conducts a major part of its operations using leased facilities and equipment. Many of these
leases have renewal and purchase options and provide that the Company pay the cost of property taxes, insurance
and maintenance.

Rent expense on all operating leases for fiscal 2004, 2003 and 2002 was $13.1 million, $7.8 million and
$7.6 million, respectively.

Future minimum lease payments for all noncancelable leases at May 31, 2004 were as follows:

Capital Operating

Leases Leases
(In thousands)
2005 $1,462  $13,001
2000 .. e 1,462 13,385
2007 770 10,551
2008 L — 9.009
2000 L — 7,742
Thereafter . ... ... .. e — 15,012
Total future minimum lease payments .......................... $3,694  $68,700
Less: amount representing interest . .. ......... ... ... .. ... 443
Present value of net minimum lease payments ................... 3,251
Less: current portion . ........... ..ot 1,190
Long-term obligations under capital leases at May 31,2004 ........ $2,061

Legal

The Company currently processes card transactions for Air Canada, the single largest airline in Canada.
Revenue from the Air Canada relationship represents less than 1% of the Company’s consolidated revenue. On
April 1, 2003, Air Canada filed for and obtained protection from the court under the Companies’ Creditors
Arrangement Act, which generally allows a company to reorganize while it continues normal operations with the
assistance of a court-appointed Monitor. The court order provides for a general stay that precludes Air Canada’s
creditors and others from taking any action against Air Canada. The purpose of the stay is to provide Air Canada
with relief designed to stabilize operations and business relationships with customers, vendors, employees and
creditors. The court order also provides that Air Canada shall honor all airline tickets in the usual and ordinary
course of business.

In the event that Air Canada’s restructuring is not successful and it is liquidated, there will likely be limited
assets available from which to pay creditor claims. If the restructuring is not successful and any of Air Canada’s
liability for deferred ticket sales is unfunded and such charges are properly reversed by VISA and MasterCard
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cardholders, the '‘Company may be liable for such reversed charges under the chargeback rules of these card
associations. The Company maintains a reserve for such reversed charges, as described under Reserve for
operating losses in Note 1 in the Notes to the Consolidated Financial Statements, but has not made any specific
adjustment to that allowance as a result of the Air Canada situation. According to the Twenty-Sixth Report of the
Monitor dated May 20, 2004, deferred ticket revenues for Air Canada as of March 31, 2004, representing
advance ticket sales collected, were approximately $557.2 million (Canadian), or $426.2 million (U.S.), based on
then existing exchange rates.

In connection with the acquisition of the merchant acquiring business of CIBC in March 2001, CIBC agreed
to reimburse Global Payments for certain chargeback and credit loss exposure, and on March 20, 2004, this
reimbursement obligation expired. According to a March 2003 affidavit of an Air Canada officer, 80% of Air
Canada customers elect to pay using credit cards and, of those credit card users, 29.3% use VISA cards and 8.4%
use MasterCard cards. As a result of the expiration of CIBC’s reimbursement obligation, the Company estimates
that its maximum potential chargeback liability exposure relative to Air Canada as of March 31, 2004 was $168-
$178 million (Canadian), or $128-$138 million (U.S.), based on exchange rates in existence on March 31, 2004.
This estimate is based on the information contained in the Air Canada affidavit and the information contained in
the Twenty-Sixth Report of the Monitor. The Company believes that maximum potential chargeback liability
exposure as of May 31, 2004 is not materially different than the exposure as of March 31, 2004, which is the
latest date for publicly available information necessary to determine the Company’s exposure.

Management is continuing to monitor Air Canada’s restructuring. Based on information currently available,
which primarily consists of publicly available information, management believes a material loss to the Company
is unlikely as long as Air Canada continues to honor all airline tickets in the ordinary course of business.

The Company is party to a number of other claims and lawsuits incidental to its business. In the opinion of
management, the reasonably possible outcome of such matters, individually or in the aggregate, will not have a
material adverse impact on the Company’s financial position, liquidity or results of operations.

Line of Credit

On November 25, 2003, the Company entered into a three-year, $350 million revolving credit facility
agreement with .a syndicate of U.S. banks. The credit agreement contains certain financial and non-financial
covenants and events of default customary for financings of this nature. The facility expires in November 2006
and has a variable interest rate based on a market short-term floating rate plus a margin that varies according to
the Company’s leverage position.

In addition, the facility allows us to expand the facility size to $500 million by requesting additional
commitments from existing or new lenders. The Company plans to use the credit facility to fund future strategic
acquisitions and to provide a source of working capital for general corporate purposes. This agreement replaces
the Company’s prior credit facilities with U.S. banks, which had an aggregate capacity of $150 million. As of
May 31, 2004 the Company had approximately $122 million outstanding on its U.S. credit facility at an interest
rate of 1.85%. Unless the Company has additional acquisitions or other capital needs, the Company intends to
pay off this amount in fiscal year 2005. As of May 31, 2003, there were no amounts outstanding on the
Company’s U.S. credit facilities.

Line of Credit with Related Party

The Company also has a credit facility from CIBC that provides a line of credit up to $175 million
(Canadian), approximately $128 million (U.S.) based on exchange rates existing on May 31, 2004, with an
additional overdraft facility available to cover larger advances during periods of peak usage of credit cards. This
line has a variable interest rate based on the CIBC offered rate and it contains certain financial and non-financial
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covenants and events of default customary for financings of this nature. The CIBC offered rate is a rate
determined at the sole discretion of CIBC that they are able to obtain short-term deposits of Canadian dollars in
the New York interbank Eurocurrency market. This credit facility is secured by a first priority security interest in
the Company’s accounts receivable from VISA Canada/International, and has been guaranteed by certain of the
Company’s subsidiaries. This guarantee is subordinate to the Company’s U.S. credit facility. The credit facility
was originally scheduled to expire on December 9, 2003 but its expiration date has been extended until October
31, 2004. The Company is currently negotiating the syndication of this facility among CIBC and a group of U.S.
lenders and expects to receive future periodic extensions (if necessary) until the Company completes the
syndication.

The third amendment of the CIBC credit facility, executed in December 2002, provides for the incurrence of
interest costs in connection with offering merchants “same day value” for their deposits. Same day value, which
has been an accepted industry practice in Canada for several years, is the practice of giving merchants same day
value for their sales transactions, even though their deposits are made at a later date. Essentially, merchants’
deposits are backdated to the date of the applicable sales transaction. In order to continue offering “same day
value” to the Company’s merchants in Canada after the execution of the third amendment to the CIBC credit
facility, the Company has been required to draw on its CIBC credit facility to pay merchants in advance of the
date the Company receives the corresponding funds from VISA Canada/International resulting in a net merchant
processing receivable. At May 31, 2004 and 2003, there was $113.2 million and $46.3 million (Canadian), or
approximately $83.1 million and $33.9 million (U.S.), respectively, outstanding on this credit facility, based on
then existing exchange rates. The amount borrowed is restricted in use to pay merchants and is generally received
from VISA Canada/International on the following day. The interest rate on the CIBC credit facility at May 31,
2004 was 2.125%.

BIN/ICA Agreements

In connection with the Company’s acquisition of merchant credit card operations of banks, the Company
has also entered into sponsorship or depository and processing agreements {the “Agreements™) with certain of the
banks. These Agreements allow the Company to use the banks’ identification numbers (“BIN/ICA”) to clear
credit card transactions through VISA and MasterCard. Certain agreements contain financial covenants, and the
Company was in compliance with all such covenants as of May 31, 2004. In management’s opinion, the
Company would be able to obtain alternative BIN/ICA agreements without material impact to the Company in
the event of the termination of any one of these Agreements.

NOTE 13—SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental cash flow disclosures and non-cash investing and financing activities for the years ended May
31, 2004, 2003 and 2002 are as follows:

2004 2003 2002
{In thousands)

Supplemental cash flow information:

Income taxes paid, net of refunds ........... ... ... ... ... ... ..., $ 34,232 $11,079 $22,966

Interest paid ... ... .. ... 3,699 2,877 4,637
Supplemental non-cash investing and financing activities:

Capital leases entered into in exchange for property and equipment . . .. ... — — 5,876

Common stock issued in consideration for acquisition (231,662 shares) ... 7,844 — —

Notes payable issued in consideration for acquisition .................. 114,229 — —
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NOTE 14—QUARTERLY -CONSOLIDATED FINANCIAL INFORMATION (UNAUDITED)

Summarized quarterly results for the two years ended May 31, 2004, and May 31, 2003 are as follows:

Quarter Ended
August 31  November 30 February 29 May 31
(In thousands, except per share data)

2004

REVENUE . ..ottt e e $136,464 $148,447  $162,560 $181,849
Operating income . . ...ttt 27,181 26,103 30,432 29,185
Netincome . ..ot e e 15,825 14,872 16,503 15,243
Diluted earnings pershare . ............... ... ... ...... 041 0.38 0.42 0.39
2003

Revenue .......... . i $127,728  $129,461  $124,573 $134,322
Operating inCome . . .. ...ttt i 25,317 23,755 21,783 22,410
NetinCome ... ..ottt i 14,613 13,582 12,097 13,008
Diluted earningspershare .......... ... ... ... ... . ... 0.39 0.36 0.32 0.34
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GLOBAL PAYMENTS INC.
CONSOLIDATED SCHEDULE II
Valuation & Qualifying Accounts

Column A Column B Column C Column D Column E
1 2
Balance at  Charged to Uncollectible Balance at
Beginning Costsand  Acquired Accounts End of
Description of Period Expenses Balances Write-Off Period
(In thousands)
Trade Receivable Allowances
May 31,2002 ... ... 1,198 1,255 — 1,490 963
May 31,2003 ... ... e 963 1,065 — 1,295 733
May 31,2004 .. ... .. .. e 733 1,357 — 1,333 757

Allowance for operational losses—Merchant card
processing (O

May 31,2002 ...... ... ... . 1,543 9,756 1,659 10,856 2,102
May 31,2003 .. ... . 2,102 15,607 — 12,358 5,351
May 31,2004 ... ... 5,351 12,543 — 11,336 6,558

) Included in Net settlement processing receivable/payable

Allowance for claim losses—Check guarantee

processing
May 31,2002 ... ... ... 4,445 12,354 — 13,566 3,233
May 31,2003 ... ... 3,233 10,378 — 10,418 3,193
May 31,2004 ... ... ... 3,193 11,992 — 10,908 4,277

ITEM 9—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None

ITEM 9A—CONTROLS AND PROCEDURES

We concluded an evaluation of the effectiveness of our disclosure controls and procedures as of May 31,
2004. Our evaluation tested controls and other procedures designed to ensure that information required to be
disclosed by us in the reports that we file or submit under the Securities and Exchange Act is recorded,
processed, summarized and reported within the time periods specified in the SEC’s rules and forms. Based on our
evaluation, as of May 31, 2004, our management, including our principal executive officer and principal
financial officer, concluded that information required to be disclosed in our reports that we file or submit under
the Exchange Act is accumulated and communicated to management in a manner that allows timely decisions
regarding required disclosure.

There were no significant changes in our internal controls or in other factors that occurred during our last
fiscal quarter that has materially affected, or is reasonably likely to effect, our internal controls over financial
reporting. There were no significant deficiencies or material weaknesses identified in the evaluation and
therefore, no corrective actions were taken.
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PART i1
ITEM 10—DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

We incorporate by reference in this Item 10 information about our directors contained under the headings
“Certain Information Concerning the Nominees and Directors,” “Other Information About the Board and its
Committees—Committees—Audit Committee” and “—Audit Committee Financial Expert” information about
compliance with Section 16(a) of the Securities and Exchange Act of 1934 by our directors and executive
officers under the heading “Section 16(a) Beneficial Ownership Reporting Compliance” from our proxy
statement to be delivered in connection with our 2004 Annual Meeting of Shareholders to be held on
September 21, 2004.

Set forth below is information relating to our executive officers. There is no family relationship between any
of our executive officers or directors and there are no arrangements or understandings between any of our
executive officers or directors and any other person pursuant to which any of them was elected an officer or
director, other than arrangements or understandings with our directors or officers acting solely in their capacities
as such. Our executive officers serve at the pleasure of our board of directors.

: Position with Global Payments and
Name Age Current Position(s) Other Principal Business Affiliations

Paul R. Garcia ........ 52 Chairman of the Board of = Chairman of the Board of Directors (since
Directors, President and October 2002); President and Chief Executive

Chief Executive Officer Officer of Global Payments (since September

2000); Chief Executive Officer of NDC

eCommerce (July 1999-January 2001); President

and Chief Executive Officer of Productivity Point

International (March 1997-September 1998);

Group President of First Data Card Services

(1995-1997); Chief Executive Officer of National

Bancard Corporation (NaBANCO) (1989-1995).

James G. Kelly ....... 42  Senior Executive Vice Senior Executive Vice President (since April
President and 2004) and Chief Financial Officer (since
Chief Financial Officer September 2000) of Global Payments; Chief
Financial Officer of NDC eCommerce (April
2000-January 2001); Managing Director with
Alvarez & Marsal (March 1996-April 2000);
Director with Alvarez & Marsal (1992-1996) and
Associate with Alvarez & Marsal (1990-1992);
and Manager with Ernst & Young’s mergers and
acquisitions/audit groups (1989-1990).

Jeffery C. McWey ... .. 48 Executive Vice President Executive Vice President and Chief Marketing
and Chief Marketing Officer of Global Payments (since October 2001);
Officer Former Non-Executive Chairman of Damian

Services Corporation, Chicago (2000-2002);
Member of the Board of Directors of The
Outsourcing Institute, New York (since 2000);
Senior Vice President & Group Executive of
ChoicePoint Inc. (Formerly part of Equifax)
(January 1999-March 2000); President of Elrick
& Lavidge, Inc. (Sold from Equifax) (August
1995-June 1998); Senior Vice President &
General Manager of The Marketing Services
Group of Equifax Inc. (January 1994-August
1995); Vice President of The Dun & Bradstreet
Corporation (March 1980-January 1994).
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Position with Global Payments and

Name Age Current Position(s) Other Principal Business Affiliations
Suellyn P. Tornay . .. .. 43 Executive Vice President Executive Vice President (since June 2004) and
and General Counsel General Counsel for Global Payments Inc. (since

February 2001); Interim General Counsel for
NDCHealth  (1999-2001); Group  General
Counsel, eCommerce Division of NDCHealth
(1996-1999); Senior Attorney, eCommerce
Division of NDCHealth (1987-1995); Associate
at Powell, Goldstein, Frazer, & Murphy (1985~

1987).
Carl J. Williams ...... 52 President—World-Wide President—World-Wide Merchant Acquiring of
Merchant Acquiring Global Payments (since March 2004); President

and CEO of Baikal Group, LLC (March 2002-
February  2004); President of Spherion
Assessment Group, a business unit of Spherion
Inc. (NYSE: SFN) (May 1996-February 2002);
Chairman and CEO of HR Easy, Inc., (acquired
by Spherion Inc.) (1996-1998); Executive Vice
President—National  Processing  Corporation,
President of the Merchant Services Division
(NYSE:NAP) (1992-1996); President & CEO of
JBS, Inc. (1981-1992) (acquired by National
Processing Corporation).

The Company has adopted a code of ethics that applies to its senior financial officers. The senior financial
officers include our Chief Executive Officer, Chief Financial Officer, Controller or persons performing similar
functions. The code of ethics is available as indicated in the section entitled ‘“Where To Find Additional
Information” prior to Part I to this Annual Report on Form 10-K.

ITEM 11—EXECUTIVE COMPENSATION

We incorporate by reference in this Item 11 the information relating to executive compensation contained
under the heading “Other Information about the Board and its Committees” and “Compensation and Other
Benefits” from our proxy statement to be delivered in connection with our 2004 Annual Meeting of Shareholders
to be held on September 21, 2004. The information contained in the proxy statement under the sections entitled
“Shareholder Return Analysis” and “Report of the Compensation Committee” is specifically not incorporated by
reference in this Item 11.

ITEM 12—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

We incorporate by reference in this Item 12 the information relating to ownership of our common stock by
certain persons contained under the headings “Common Stock Ownership of Management” and “Common Stock
Ownership by Certain Other Persons” from our proxy statement to be delivered in connection with our 2004
Annual Meeting of Shareholders to be held on September 21, 2004.
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The Company has three compensation plans under which equity securities of the Company are authorized
for issuance. The Global Payments Inc. Amended and Restated 2000 Long-Term Incentive Plan, the Non-
Employee Director Stock Option Plan and Employee Stock Purchase Plan have been approved by security
holders. For more information on these plans, see Note 9 to Notes to Consolidated Financial Statements.

Number of securities to Number of securities
be issued upon Weighted- remaining available for
exercise average exercise future issnance under
of outstanding price of outstanding  equity compensation plans
options, warrants and options, warrants (excluding securities
rights and rights reflected in column (a))
Plan category (a) (b) (c)

Equity compensation plans approved by
security holders: ...................... 3,179,810 $26.54 2,757,408

security holders: ... ................... —

Total ... .. 3,179,810 $26.54 2,757,408

ITEM 13—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

We incorporate by reference in this Item 13 the information regarding certain relationships and related
transactions between us and some of our affiliates contained under the heading “Certain Relationships and
Related Transactions” from our proxy statement to be delivered in connection with our 2004 Annual Meeting of
Shareholders to be held on September 21, 2004.

ITEM 14—PRINCIPAL ACCOUNTANT FEES AND SERVICES

We incorporate by reference in this Item 14 the information regarding principal accountant fees and services
contained under the heading “Auditor Information” from our proxy statement to be delivered in connection with
our 2004 Annual Meeting of Shareholders to be held on September 21, 2004.

62




PART 1V

ITEM 15—EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) 1.

Consolidated Financial Statements

Our consolidated financial statements listed below are set forth in “Item 8—Financial Statements and
Supplementary Data” of this report:

Page
Report of Independent Registered Public Accounting Firm ......... ... ... ... ... .. .. ... 30
Consolidated Statements of Income for the years ended May 31, 2004, 2003 and 2002 .......... 31
Consolidated Balance Sheets as of May 31,2004 and 2003 . ....... . ... . ... ... .. ..o oiin 32
Consolidated Statements of Cash Flows for the years ended May 31, 2004, 2003 and 2002 . ... ... 33
Consolidated Statements of Changes in Shareholders’ Equity for the years ended May 31, 2004,
2003, and 2002 . . .. 34
Notes to Consolidated Financial Statements .. ......... .. .. ... . i 35
(a) 2. Financial Statement Schedules
Schedule 11, Valuation and Qualifying Accounts ........ .. i, 59

All other schedules to our consolidated financial statements have been omitted because they are not required
under the related instruction or are inapplicable, or because we have included the required information in our
consolidated financial statements or related notes.

(a) 3.

Exhibits

The following exhibits either (i) are filed with this report or (ii) have previously been filed with the SEC and
are incorporated in this Item 15 by reference to those prior filings.

2.1

3.1

32

4.1

4.2

43

10.1

Distribution Agreement, Plan of Reorganization and Distribution dated January 31, 2001 by and
between National Data Corporation and Global Payments Inc., filed as Exhibit 2.1 to the Registrant’s
Current Report on Form 8-K dated Januvary 31, 2001, File No. 001-16111, and incorporated herein by
reference.

Amended and Restated Articles of Incorporation of Global Payments Inc., filed as Exhibit 3.1 to the
Registrant’s Current Report on Form 8-K dated January 31, 2001, File No. 001-16111, and
incorporated herein by reference.

Fourth Amended and Restated By-laws of Global Payments Inc., filed as Exhibit 3.1 to the
Registrant’s Quarterly Report on Form 10-Q dated August 31, 2003, File No. 001-16111, and
incorporated herein by reference.

Shareholder Protection Rights Agreement dated January 26, 2001 between Global Payments Inc. and
SunTrust Bank, filed as Exhibit 99.1 to the Registrant’s Current Report on Form 8-K dated February
1, 2001, File No. 001-16111, and incorporated herein by reference.

Form of certificate representing Global Payments Inc. common stock as amended, filed as Exhibit 4.4
to the Registrant’s Registration Statement on Form 10 dated December 28, 2000, File No. 001-16111,
and incorporated herein by reference.

Agreement dated December 19, 2003 by and among the Registrant, MRY Partners, L.P. and Robert
A. Yellowlees, filed as Exhibit 4.5 on form S-3 dated January 8, 2004, File No. 333-111768 and
incorporated herein by reference.

Tax Sharing and Indemnification Agreement between National Data Corporation and Global
Payments Inc. dated as of January 31, 2001, filed as Exhibit 10.1 to the Registrant’s Current Report
on Form 8-K dated January 31, 2001, File No. 001-16111, and incorporated herein by reference.
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10.2

10.3

10.4

10.5

10.6 *

10.7 *

10.8 *

109 *

10.10%

10.11*

10.12%*

10.13

10.14

10.15

10.16

10.17

Employee Benefits Agreement between National Data Corporation and Global Payments Inc. dated
as of January 31, 2001, filed as Exhibit 10.2 to the Registrant’s Current Report on Form 8-K dated
January 31, 2001, File No. 001-16111, and incorporated herein by reference.

Agreement and Plan of Merger dated August 11, 2003, filed as Exhibit 10 to the Registrant’s
Current Report on Form 8-K dated August 11, 2003, File No. 001-16111 and incorporated herein by
reference.

Headquarters Sublease dated December 23, 2003, filed as Exhibit 10.1 to the Registrant’s Quarterly
Report on Form 10-Q dated February 29, 2004, File No. 001-16111 and incorporated herein by
reference.

Credit Agreement dated as of November 25, 2003, among Global Payments Inc., Bank One, N.A.,
and:lenders named therein, filed as Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q
dated November 30, 2003, File No. 001-16111 and incorporated herein by reference.

Amended and Restated 2000 Long-Term Incentive Plan, filed as Exhibit 10.9 to the Registrant’s
Annual Report on Form 10-K dated May 31, 2003, File No. 001-16111, and incorporated herein by
reference.

2000 Non-Employee Stock Purchase Plan, filed as Exhibit 99.2 to the Registrant’s Registration
Statement on Form S-8 dated January 16, 2001, File No. 001-16111, and incorporated herein by
reference.

Amended and Restated 2000 Employee Stock Purchase Plan filed as Exhibit 99.3 to the Registrant’s
Registration Statement on Form S-8 dated January 16, 2001, File No. 001-16111, and incorporated
herein by reference.

Form of Global Payments Inc. Supplemental Executive Retirement Plan as amended, filed as
Exhibit 10.12 to the Registrant’s Registration Statement on Form 10 dated December 28, 2000, File
No.:001-16111, and incorporated herein by reference.

Employment Agreement for Paul R. Garcia, as amended, filed as Exhibit 10.13 to the Registrant’s
Registration Statement on Form 10 dated December 28, 2000, File No. 001-16111, and incorporated
herein by reference.

Employment Agreement for James G. Kelly, as amended, filed as Exhibit 10.15 to the Registrant’s
Registration Statement on Form 10 dated December 28, 2000, File No. 001-16111, and incorporated
herein by reference.

Employment Agreerﬁent for Jeffery C. McWey dated October 26, 2001, filed as Exhibit 10.28 to the
Registrant’s Annual Report on Form 10-K dated May 31, 2003, File No. 001-16111, and
incorporated herein by reference.

Asset Purchase Agreement with Canadian Imperial Bank of Commerce, as amended, filed as
Exhibit 10.19 to the Registrant’s Registration Statement on Form 10 dated December 28, 2000, File
No.001-16111, and incorporated herein by reference.

Investor Rights Agreement with Canadian Imperial Bank of Commerce as amended, filed as Exhibit
10.2 to the Registrant’s Current Report on Form 8-K dated March 20, 2001, File No. 001-16111,
and incorporated herein by reference.

Form of Marketing Alliance Agreement with Canadian Imperial Bank of Commerce as amended,
filed as Exhibit 10.3 to the Registrant’s Current Report on Form 8-K dated March 20, 2001, File No.
001-16111, and incorporated herein by reference.

Transition Agreement with Canadian Imperial Bank of Commerce, filed as Exhibit 10.4 to the
Registrant’s Current Report on Form 8-K dated March 20, 2001, File No. 001-16111, and
incorporated herein by reference.

Stock Purchase Agreement with Canadian Imperial Bank of Commerce filed as Exhibit 10.5 to the
Registrant’s Current Report on Form 8-K dated March 20, 2001, File No. 001-16111, and
incorporated herein by reference.
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10.18

10.19

10.20

10.21

10.22%**

10.23%**

10.24

14
21
23.1
311
31.2
32

99.1
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* %
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Credit Agreement with Canadian Imperial Bank of Commerce filed as Exhibit 10.6 to the
Registrant’s Current Report on Form 8-K dated March 20, 2001, File No. 001-16111, and
incorporated herein by reference.

First Amendment dated May 31, 2001 to the Credit Agreement among Global Payments Direct,
Inc., Canadian Imperial Bank of Commerce and the Lenders named therein, filed as Exhibit
10.29 to the Registrant’s Annual Report on Form 10-K for the fiscal year ended May 31, 2002,
File No. 001-16111, and incorporated herein by reference.

Second Amendment dated as of March 20, 2002 to the Credit Agreement among Global
Payments Direct, Inc., Canadian Imperial Bank of Commerce, and the Lenders named therein,
filed as Exhibit 10 to the Registrant’s Current Report on Form 10-Q dated February 28, 2002,
File No. 001-16111, and incorporated herein by reference.

Third Amendment dated as of December 10, 2002 to the Credit Agreement among Global
Payments Direct, Inc., Canadian Imperial Bank of Commerce, and the Lenders named therein,
filed as Exhibit 10 to the Registrant’s Current Report on Form 10-Q dated November 30, 2002,
File No. 001-16111, and incorporated herein by reference.

Employment Agreement for Carl J. Williams dated March 15, 2004, filed as Exhibit 10.22 to the
Registrant’s Annual Report on Form 10-K dated May 31, 2004, File No. 001-16111.

Employment Agreement for Suellyn P. Tornay dated June 1, 2001, filed as Exhibit 10.23 to the
Registrant’s Annual Report on Form 10-K dated May 31, 2004, File No. 001-16111.

Agreement and plan of Merger dated August 11, 2003, filed as Exhibit 10 to the Registrant’s
Current Report on Form 8-K dated August 11, 2003, File No. 001-16111 and incorporated
herein by reference.

Code of Ethics for Senior Financial Officers

I:ist of Subsidiaries

Consent of Independent Registered Public Accounting Firm
Rule 13a-14(a)/15d-14(a) Certification of CEQ

Rule 13a-14(a)/15d-14(a) Certification of CFO

CEO and CFO Certification pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002.

Risk Factors

*  Compensatory management agreement
*%  Filed with this report
**¥% Compensatory management agreement and filed with this report

(b) Reports on Form 8-K

On May 18§, 2004, the Registrant filed a Current Report on Form 8-K to disclose pursuant to Item 5 and Item
7 on Form §-K, the completion of the sale of 2,327,755 shares of Global Payments Inc. common stock through an
underwritten offering by CIBC Investments Limited, a wholly-owned subsidiary of Canadian Imperial Bank of

Commerce.

On May 24, 2004, the Registrant filed a Current Report on Form 8-K to disclose pursuant to Item 5 on Form
8-K, the completion of Global Payments Inc. public tender offer to acquire the remaining outstanding shares of

MUZO, a.s.

(¢) Financial Statement Schedules
See Item 15(a) (2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Global
Payments Inc. has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized, on August 10, 2004.

GLOBAL PAYMENTS INC.

By: /s/  PauUL R. GARCIA
Paul R. Garcia

Chairman of the Board of Directors, President and
Chief Executive Officer
(Principal Executive Officer)

By: /s/ JAMES G. KELLY

James G. Kelly
Senior Executive Vice President and
Chief Financial Officer
(Principal Financial Officer and
Principal Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by a
majority of the Board of Directors of the Registrant on the dates indicated.

Signature

/s/ PAUL R. GARrciA

Paul R. Garcia

/s/  WILLIAM I JACOBS

William I Jacobs

/s/ C.GARRY BETTY

C. Garry Betty

/s/ EpwIN H. BURBA, JR.

Edwin H. Burba, Jr.

/s/  ALEX W. (PETE) HART

Alex W. (Pete) Hart

/s/ RayMonD L. KILLIAN

Raymond L. Killian

/s/ ALAN M. SILBERSTEIN

Alan M. Silberstein

/s/ MICHAEL W. TRAPP

Michael W. Trapp

/s/  GERALD J. WILKINS

Gerald J. Wilkins

Chairman of the Board

Lead Director

Director

Director

Director

Director

Director

Director

Director
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August 10, 2004
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GLOBAL PAYMENTS INC.
FORM 10-K
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10.22

10.23

14
21
23.1
31.1
312
32

99.1

Employment Agreement for Carl J. Williams dated March 15, 2004, filed as Exhibit 10.22 to the
Registrant’s Annual Report on Form 10-K dated May 31, 2004, File No. 001-16111.

Employment Agreement for Suellyn P. Tornay dated June 1, 2001, filed as Exhibit 10.23 to the
Registrant’s Annual Report on Form 10-K dated May 31, 2004, File No. 001-16111.

Code of Ethics for Senior Financial Officers

List of Subsidiaries

Consent of Independent Registered Public Accounting Firm
Rule 13a-14(a)/15d-14(a) Certification of CEO

Rule 13a-14(a)/15d-14(a) Certification of CFO

CEO and CFO Certification pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002.

Risk Factors




Exhibit 31.1

CERTIFICATION PURSUANT TO
RULE 13a-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Paul R. Garcia, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Global Payments Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, resuits of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a~15(e) and 15d-15(e)) for the registrant and
have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) [paragraph omitted pursuant to SEC Release Nos. 33-8238 and 34-47986];

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting.

Date: August 10, 2004 By: /s/ PauUL R. GARCIA

Paul R. Garcia
Chief Executive Officer




Exhibit 31.2

CERTIFICATION PURSUANT TO
RULE 13a-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, James G. Kelly, certify that:

L.
2.

I have reviewed this annual report on Form 10-K of Global Payments Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and
have:

a) designed such disclosure controls and procedures or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) [paragraph omitted pursuant to SEC Release Nos. 33-8238 and 34-47986];

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures as of the end of
the period covered by this report based on such; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth quarter in the case of
an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and I bave disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s
board of directors (or persons performing the equivalent functions):

ay all significant deficiencies and material weaknesses in the design or operation of internal controls over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls over financial reporting.

Date: August 10, 2004 By: /s/ JaMES G. KELLY

James G. Kelly
Chief Financial Officer



Exhibit 32

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1359,
AS ADOPTED PURSUANT TO
§ 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Global Payments Inc. on Form 10-K for the period ended May 31,
2004 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the undersigned,
Paul R. Garcia, Chief Executive Officer of Global Payments Inc. (the “Company”), and James G. Kelly, Chief
Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

/s/ PaUL R. GARCIA /s/  JaMmEes G. KELLY
Paul R. Garcia James G. Keily
Chief Executive Officer Chief Financial Officer
Global Payments Inc. Global Payments Inc.
August 10, 2004 August 10, 2004

A signed original of this written statement required by Section 906 has been provided to Global Payments
Inc. and will be retained by Global Payments Inc. and furnished to the Securities and Exchange Commission
uporn request.




Exhibit 99.1

RISK FACTORS

Our revenues from the sale of services to merchants that accept VISA cards and MasterCard cards are
dependent upon our continued VISA and MasterCard certification and financial institution sponsorship.

In order to provide our transaction processing services, we must be designated a certified processor by, and be a
member service provider of, MasterCard and an independent sales organization of VISA. These designations are
dependent upon our being sponsored by member clearing banks of both organizations and our continuing
adherence to the standards of the VISA and MasterCard associations. The member financial institutions of VISA
and MasterCard, some of which are our competitors, set the standards with which we must comply. If we fail to
comply with these standards, our designation as a certified processor, a member service provider or as an
independent sales organization could be suspended or terminated. The termination of our member service
provider status or our status as a certified processor, or any changes in the VISA and MasterCard rules that
prevent our registration or otherwise limit our ability to provide transaction processing and marketing services
for the VISA or MasterCard organizations would most likely result in the loss of merchant customers and lead to
a reduction in our revenues.

Loss of key Independent Sales Organizations or 1SO’s could reduce our revenue growth.

Our ISO sales channel, which purchases and resells our end-to-end services to its own portfolio of merchant
customers, is a strong contributor to our revenue growth. If an ISO switches to another transaction processor, we
will no longer receive new merchant referrals from the ISO. In addition, we risk losing existing merchants that
were originally enrolled by the ISO. Consequently, if a key ISO switches to another transaction processor, our
revenues and earnings could be negatively affected.

With significant operations in Canada and our recent entry into the consumer electronic money transfer market
from the U.S. to the Latin American corridor, we are exposed to foreign currency risks. We are also subject to
risks from our variable rate credit facility with CIBC that could reduce our earnings and significantly increase
our cost of capital,

As a result of acquiring the assets of CIBC’s merchant acquiring business and National Bank’s merchant
acquiring business, we have significant operations in Canada which are denominated in Canadian dollars. The
repatriation of our earnings from Canada will subject us to the risk that currency exchange rates between Canada
and the United States will fluctuate, potentially resulting in a loss of some of our earnings when such earnings are
exchanged into U.S. dollars.

In addition, our consumer money transfer operations subject us to foreign currency exchange risks as our
customers deposit U.S. dollars at our branch and agent locations in the United States and we typically deliver
funds denominated in the home country currencies to beneficiaries in Mexico and other Latin American
countries.

Additionally, our credit facility with CIBC carries an interest rate based on the CIBC offered rate plus 40 basis
points. The CIBC offered rate is a rate determined at the sole discretion of CIBC that they are able to obtain
short-term deposits of Canadian dollars in the New York interbank eurocurrency market. This rate will fluctuate
with market rates, and if it increases, our cost of capital will also increase, which will potentially reduce our
earnings from operations if we are not able to pass along these higher costs to our customers. The credit facility
was originally scheduled to expire on December 9, 2003, but its expiration date was subsequently extended until
October 31, 2004. The credit facility is renewable only at the consent of CIBC. Should CIBC choose not to renew
the credit facility, we will have to find alternative financing or fund the Canadian merchants ourselves.
Alternative financing may carry a higher interest rate which would likely reduce our earnings from operations.
We may not have the cash flow necessary to fund the Canadian merchants ourselves, and we may lose those
customers as a result.



Some of our competitors are larger and have greater financial and operational resources than we do, which may
give them an advantage in our market in terms of the price offered to our customers or our ability to develop new
technologies.

We operate in the electronic payments and money transfer industries. Our primary competitors in these industries
include other independent processors and electronic money transmitters, as well as certain major national and
regional banks, financial institutions and independent sales organizations. According to industry reports such as
The Nilson Report, First Data Corporation and its affiliates is our largest competitor in both the electronic
payments and money transfer industries. First Data and others who are larger than we are have greater financial
and operational resources than we have. This may allow them to offer better pricing terms to customers in the
industry, which could result in a loss of our potential or current customers or could force us to lower our prices as
well. Either of these actions could have a significant effect on our revenues. In addition, our competitors may
have the ability to devote more financial and operational resources than we can to the development of new
technologies, including Internet payment processing services that provide improved operating functionality and
features to their product and service offerings. If successful, their development efforts could render our product
and services offerings less desirable to customers, again resulting in the loss of customers or a reduction in the
price we could demand for our offerings.

We are subject ito the business cycles and credit risk of our merchant customers.

A recessionary economic environment could affect our merchants through a higher rate of bankruptcy filings,
resulting in lower revenues and profits for us. Our merchants have the liability for any charges properly reversed
by the cardholder. In the event, however, that we are not able to collect such amounts from the merchants, due to
merchant fraud, insolvency, bankruptcy or another reason, we may be liable for any such charges. Any risks
associated with an unexpected recessionary economy that we could not mitigate may result in lower revenues and
earnings for us.

In order to remain competitive and to continue to increase our revenues, we must continually update our
products and services, a process which could result in increased research and development costs in excess of
historical levels and the loss of revenues and customers if the new products and services do not perform as
intended or are not accepted in the marketplace.

The electronic payments and consumer money transfer markets in which we compete include a wide range of
products and services including electronic transaction payment processing, consumer money transfer, reporting
on transactions and other customer support services. These markets are characterized by technological change,
new product introductions, evolving industry standards and changing customer needs. In order to remain
competitive, we are continually involved in a number of research and development projects. These projects carry
the risks associated with any research and development effort, including cost overruns, delays in delivery and
performance problems, but in the electronic payments and consumer money transfer markets these risks are even
more acute. Our markets are constantly experiencing rapid technological change. Any delay in the delivery of
new products or services could render them less desirable by our customers, or possibly even obsolete. In
addition, the products and services we deliver to the electronic payments and consumer money transfer markets
are designed to process very complex transactions and deliver reports and other information on those
transactions, all at very high volumes and processing speeds. Any performance issue that arises with a new
product or service could result in significant processing or reporting errors, As a result of these factors, our
research and development efforts could result in increased costs that could reduce our operating profit, a loss of
revenue if promised new products are not timely delivered to our customers, or a loss of revenue or possible
claims for damages if new products and services do not perform as anticipated.

Security breaches or system failures could harm our reputation and adversely affect future profits.

We collect personal consumer data, such as names, credit and debit account numbers, checking account numbers,
and payment history records. We process that data, and deliver our products and services, by utilizing computer
systems and telecommunications networks operated both by us and by third party service providers. Although
plans and procedures are in place to protect our sensitive data and to prevent failure of, and to provide
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backup for, our systems, we cannot be certain that our measures will be successful. A security breach or other
misuse of our data, or failures of key operating systems and their back-ups, could harm our reputation and deter
customers from using our products and services, increase our operating expenses in order to correct the breaches
or failures, or expose us to unbudgeted or uninsured liability.

Reduced levels of consumer spending can adversely affect our revenues.

A significant portion of our revenue is derived from fees from processing consumer credit card and debit card
transactions. While consumer spending in the U.S. may be recovering, continued sluggishness of the U.S.
economy or recession in the international economies where we do business could negatively impact consumer
spending and adversely affect our revenues and earnings.

Changes in state, federal and foreign laws and regulations affecting the consumer electronic money transfer
industry might make it more difficult for our customers to initiate money transfers, which would adversely affect
our revenues.

If state, federal or foreign authorities adopt new legislation or impose new regulations that make it more difficult
for our customers to initiate, or their beneficiaries to receive, electronic money transfers, then our revenues may
be negatively affected.

Changes in immigration patterns can adversely affect our revenues from consumer electronic money transfers.

Our consumer electronic money transfer business primarily focuses on customers who immigrate to the United
States from Latin American countries in order to find higher paying jobs and then send a portion of their earnings
to family members in Latin America. Any changes in federal policies toward immigration may negatively affect
the number of immigrants in the United States, which may reduce our customer base and the corresponding
revenues related thereto.

In order for us to continue to grow and increase our profitability, we must continue to expand our share of the
existing electronic payments market and also expand into new markets.

Our future growth and profitability depend upon our continued expansion within the electronic payments markets
in which we currently operate, the further expansion of these markets, the emergence of other markets for
electronic transaction payment processing, including Internet payment systems, and our ability to penetrate these
markets. As part of our strategy to achieve this expansion, we are continually looking for acquisition
opportunities, investments and alliance relationships with other businesses that will allow us to increase our
market penetration, technological capabilities, product offerings and distribution capabilities. We may not be able
to successfully identify suitable acquisition, investment and alliance candidates in the future, and if we do, they
may not provide us with the benefits we anticipated. Once completed, investments and alliances may not realize
the value that we expect.

Our expansion into new markets is also dependent upon our ability to apply our existing technology or to develop
new applications to meet the particular service needs of each new payment services market. We may not have
adequate financial and technological resources to develop products and distribution channels that will satisfy the
demands of these new markets. If we fail to expand into new and existing electronic payments markets, we may
not be able to continue to grow our revenues and earnings.

As a result of the ownership by the Canadian Imperial Bank of Commerce, or CIBC, of approximately 16% of
our common stock, certain banking regulations limit the types of business in which we can engage.

As a result of CIBC’s ownership of approximately 16% of our common stock and in order not to jeopardize
CIBC’s investment in us, we are subject to the same restrictions on our business activities as are applicable to
CIBC. As a general matter, we are able to operate our merchant services and funds transfer businesses as we have
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historically, butiour ability to expand into unrelated businesses may be limited unless they are activities permitted
under the Bank Holding Company Act or permitted by the Federal Reserve Board (the primary U.S. federal
regulator for CIBC and its U.S.-based subsidiaries). Under U.S. banking law, CIBC may hold more than 5% of
the outstanding voting shares of a company only if the company engages in activities that are permissible for
CIBC. These restrictions are contained in the Bank Holding Company Act, as recently amended by the Gramm-
Leach-Bliley Act. The restrictions on our business activities would also apply to any investments or alliances that
we might consider.

The Bank Holding Company Act limits CIBC, its subsidiaries, and the companies in which CIBC holds more
than 5% of the outstanding voting shares to activities that are closely related to the business of banking. Under
the Gramm-Leach-Bliley amendments, certain well-managed and well-capitalized companies may elect to be
treated as “financial holding companies,” and may thus also engage in certain financial activities such as
insurance and securities underwriting. CIBC has elected to be a financial holding company. If CIBC ever fails to
maintain its status as a financial holding company, they and we would lose the benefit of the expanded activities
provided by the Gramm-Leach-Bliley amendments and may have to divest certain businesses or investments.

If CIBC were to own 25% or more of our common shares, were to control the election of a majority of our
directors, were deemed by the Federal Reserve Board to exercise a controlling influence over us, or were able to
condition certain transfers of more than 25% or our common stock, we would be treated as a subsidiary of CIBC.
In that event, we would be subject to the same activities limitations and would directly be subject to
examinations by and regulatory requirements of the Federal Reserve Board.

Additionally, CIBC is subject to Canadian banking regulations, specifically the Bank Act (Canada), which among
other things limits the types of business which CIBC may conduct, directly or indirectly, and the types of
investments which CIBC may make. CIBC’s shareholding in our Company is currently permitted under the Bank
Act.

We have agreed with CIBC, in effect, that we will not undertake any business inconsistent with the applicable
provisions of the Bank Act. As a result, our ability to expand into other lines of business will be governed by our
contractual obligations to CIBC and the applicable provisions of Canadian banking legislation at the relevant
time.

The Office of the Superintendent of Financial Institutions (Canada), or OSFI, has recently ruled that it considers
the provision of our consumer electronic money transfer business, albeit conducted outside of Canada, to be a
business that is to a significant extent the business of banking and that we are therefore a foreign bank as defined
in the Bank Act. Following receipt of this OSFI ruling, we applied for and received an exemption order which
exempts us from most of the foreign bank provisions of the Bank Act. As a tesult of receiving this exemption
order, we do not believe that OSFI's determination that we are a foreign bank under the Bank Act will affect, in
any material way, our ability to carry on the merchant services and funds transfer businesses in Canada or to
expand into other non-banking businesses. However, there is no assurance that subsequent amendments to the
Bank Act would not adversely affect our ability to carry on our business in Canada. For a more complete
discussion of the banking regulations we are subject to please see “Business—Banking Regulations”.

We are dependent on NDCHealth Corporation, or NDCHealth, for the provision of critical telecommunications
services, network systems and other related services for the operation of our business, and the failure of
NDCHealth to provide those services in a satisfactory manner could affect our relationships with customers and
our financial performance.

Under the terms of the inter-company systems/network services agreement between NDCHealth and us,
NDCHealth provides us with a continuation of the telecommunication services from the carriers who have and
will continue to provide telecommunication services to NDCHealth, including engineering and procurement. In
addition, NDCHealth supplies us with the necessary network systems services, including operations and
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administrative services and computing hardware and software facilities, technical support for transaction
processing, cash management and file transfer and communications hardware and software system services.
These services, especially telecommunications services, are an essential communications link between us and our
customers and an essential component of the services that we provide. If NDCHealth should not continue to
perform these services efficiently and effectively, our relationships with our customers may be adversely affected
and customers may terminate their use of our services. If we are not able to successfully develop the capacity to
provide these services prior to the expiration of our agreement with NDCHealth or if NDCHealth does not
provide such services in an efficient and effective manner during the term of that agreement, we are not certain
whether we could locate alternative sources of such services, particularly telecommunications services, or that, if
available, such services would be available to us on favorable terms.

Increases in credit card association fees may result in the loss of customers or a reduction in our profit margin.

From time to time, VISA and MasterCard increase the fees (interchange fees) that they charge processors such as
us. We could attempt to pass these increases along to our merchant customers, but this might result in the loss of
those customers to our competitors who do not pass along the increases. If competitive practices prevent our
passing along all such increased fees to our merchant customers in the future, we would have to absorb a portion
of such increases thereby increasing our operating costs and reducing our profit margin.

Utility and system interruptions or processing errors could adversely affect our operations.

In order to process transactions promptly, our computer equipment and network servers must be functional on a
24-hour basis, which requires access to telecommunications facilities and the availability of electricity.
Furthermore, with respect to certain processing services, we are dependent on the systems and services of third
party vendors. Telecommunications services and the electricity supply are susceptible to disruption. Computer
system interruptions and other processing errors, whether involving our own systems or our third party vendor’s
system, may result from such disruption or from human error or other unrelated causes. Any extensive or long-
term disruptions in our processing services could cause us to incur substantial additional expense, which could
have an adverse effect on our operations and financial condition.

Continued consolidation in the banking and retail industries could adversely affect our growth.

As banks continue to consolidate, our ability to successfully offer our services through indirect channels will
depend in part on whether the institutions that survive are willing to outsource their credit and debit processing to
third-party vendors and whether those institutions have pre-existing relationships with any of our competitors.
Larger banks and larger merchants with greater transaction volumes may demand lower fees which could result
in lower operating margins for us.

Loss of strategic industries could reduce revenues and earnings.

Although our merchant-acquiring portfolio is well diversified and neither one economic sector nor any customer
concentration represents a significant portion of our business, a decrease in strategic industries could cause us to
lose significant revenues and earnings. Unexpected and significant declines in particular industries may impact
our business and result in decreases in revenues and profits.

If we lose key personnel or are unable to attract additional qualified personnel as we grow, our business could
be adversely affected.

We are dependent upon the ability and experience of a number of our key personnel who have substantial
experience with our operation, the rapidly changing transaction processing and money transfer industries, and the
selected markets in which we offer our services. It is possible that the loss of the services of one or a combination
of our key personnel would have an adverse effect on our operation. Our success also depends on our ability to
continue to attract, manage, and retain additional qualified management and technical personnel as we grow. We
cannot assure you that we will continue to attract or retain such personnel.
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We may become subject to additional U.S., state or foreign taxes that cannot be passed through to our merchant
customers, in which case our profitability could be adversely affected.

Transaction processing companies like us may be subject to taxation by various jurisdictions on our net income
or certain portions of our fees charged to customers for our services. Application of these taxes is an emerging
issue in our industry and the jurisdictions have not yet all adopted uniform regulations on this topic. If we are
required to pay such taxes and are not able to pass the tax expense through to our merchant customers, our costs
will increase, reducing our net income.

Anti-takeover provisions of our articles of incorporation and by-laws, our rights agreemem and provisions of
Georgia law could delay-or prevent a change of control that you may favor. :

Provisions of our articles of incorporation and by-laws, our rights agreement and provisions of applicable
Georgia law may discourage, delay or prevent a merger or other change of control that shareholders may
consider favorable. The provisions of our articles and by-laws, among other things,

» divide our board of directors into three classes, with members of each class to be elected in staggered
three-year terms;

¢ limit the right of shareholders to remove directors;

» regulate how shareholders may present proposals or nominate directors for election at annual meetings
of shareholders; and

* authorize our board of directors to issue preferred shares in one or more series, without shareholder
approval.

We may not be able or we may decide not to pay dividends at a level anticipated by shareholders on our common
stock, which could reduce your return on shares you hold.

The payment of dividends is at the discretion of our board of directors and will be subject to our financial results,
our working capital requirements, the availability of surplus funds to pay dividends and restrictions under our
credit facility. No assurance can be given that we will be able to or will choose to pay any dividends in the
foreseeable future.




< SHAREHOLDER INFORMATION >

Annual Report on Form 10-K

Included in this Annual Report to Shareholders is a copy of the Company's Annual Report on

Form 10-K for the fiscal year ended May 31, 2004, as filed with the Securities and Exchange Commission.
Additional copies of the Company's Form 10-K can be accessed from our Investor Relations page at
www.globalpaymentsinc.com or will be sent to shareholders free of charge upon written request to:

Investor Relations Department
Global Payments Inc.

10 Glenlake Parkway, N.E.
North Tower

Atlanta, Georgia 30328
770.829.8234

For general information regarding Global Payments Inc., see our website at www.globalpaymentsinc.com
or contact us at:

Global Payments Inc.

10 Clenlake Parkway, N.E.
North Tower

Atlanta, Georgia 30328
800.560.2960

Annual Meeting
The Annual Meeting of Shareholders will be held at 11:00 a.m., September 21, 2004, at the offices of
Global Payments Inc., 10 Glenlake Parkway, N.E., North Tower, Atlanta, Georgia.

independent Public Accountants
Deloitte & Touche LLP

General Counsel
Suellyn P. Tornay

Transfer Agent
SunTrust Bank

Post Office Box 4625
Atlanta, Georgia 30302
800.568.3476

Market Price and Dividend Information

Global Payments Inc. common stock is listed on the New York Stock Exchange under the ticker symbol
"GPN." The high and low sales prices and dividend paid per share of the Company's common stock for each
quarter during fiscal 2004 were as follows:

High Low Dividend per Share
Fiscal 2004 First Quarter $38.43 $31.57 $0.04
Second Quarter $45.77 $36.00 $0.04
Third Quarter $50.31 $42.79 $0.04
Fourth Quarter $51.13 $42.43 $0.04

The number of shareholders of record of our common stock as of July 16, 2004 was 2,689.

@dvantage and Global Payments are registered trademarks of Global Payments Inc. and may not be copled, imitated, or used, in whole or in part, without its pricr permission. All other trademarks,
registered trademarks, product names, and logos identified or mentioned herein are the property of their respective owners. © 2004 Global Payments Inc. All Rights Reserved.
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